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Mr. F. C. 


It was with great pleasure that I 
accepted the invitation to diseuss this even- 
ing certain important phases of Govern- 
ment Budgeting, Commonwealth Grants 
and State Finances. It is also with some 
considerable trepidation that I commence 
this Address, knowing full well that I 
could’ not have chosen a more critical audi- 
ence. However, I would welcome any 
criticism which you may desire to make, 
inasmuch as | realize that our methods of 
Budgeting procedure, in common with all 
other accounting procedures, are always 
capable of improvement. 


I recently listened to a paper by 
Mr. A. A. Fitzgerald, a prominent Char- 
tered Accountant of Melbourne, which 
dealt with improvements made in the last 
few years in the terminology and form of 
accounts of public companies as compared 
with the lack of improvement made in 
public accounts. But I was interested to 
hear Mr. Fitzgerald say that budgeting was 
a function of Governments long before it 
Was taken up by private enterprise, and 
that the first attempt at cost accounting in 
Australia, to his knowledge, was carried 
out in a Government factory. 


GOVERNMENT BUDGETING. 


I intend to confine my remarks on this 
subject to the procedure adopted in South 
Australia, as 1 have no detailed knowledge 
of the procedures followed in the other 


by 
Drew, A.c.A.A., Under Treasurer, S.A. Government. 


this 
three 


States of the Commonwealth. In 
State, our Budget is divided into 
sections, Viz. : 

1. Revenue expenditure. 

2. Revenue receipts. 

3. Expenditure from the ‘‘ Loan Fund’’. 

I will first of all deal with the Budget 
for revenue expenditure and revenue 
receipts.. Dealing first with expenditure 
trom revenue. Details of this proposed 
expenditure are set out in a document 
generally known as the ‘‘Expenditure 
Estimates’’. 

This document is prepared in the Treas 
ury from particulars which, in the first 
place, are obtained from the various Gov- 
ernment Departments. These Departments 
have at their disposal the actual expendi- 
ture on the various lines for the previous 
year, and with this as a starting point, 
they then take account of variations in the 
scope of departmental activities, increases 
or decreases expected in prices of various 
materials, stores and commedities used, and 
the additional amount required to meet 
increases in salaries and wages as a result 
of known Arbitration Court Awards. The 
figures thus arrived at are then forwarded 
by the Departments through the control- 
ling Minister to the Treasurer. These 
figures are carefully scrutinized in the 


* Treasury and reports made to the Treasurer 


on the requests the various 


Departments. 


made by 


B 
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A summary of the financial requirements 
of all Departments is prepared showing 
the amount of expenditure which the 
Departments estimate they will need for 
the financial year, and the amount by 
which the requirements exceed or fall short 
of expenditure for the previous year. 

The next step in the budget is to obtain 
from the Departments their estimates of 
revenue for the year, as compared with the 
actual revenue received for the previous 
year. 

The Departments are required to supply 
the Treasurer with full explanations for 
all variations as between the actual figures 
for the previous year and the estimated 
requirements or revenues for the year of 
the Budget. 

At this stage then we have the Depart- 
ments’ requirements for expenditure and 
the Departments’ expectations of revenue, 
and we can see from the summary of these 
how the estimated revenue compares with 
the amount required for expenditure by 
Departments. 

A very large part of our revenue finance 
comes from grants made to the State by the 
Commonwealth Government, and at this 


stage we have to make an estimate of the 
amount of grants that will be paid to the 


State by the Commonwealth. Having done 
this, the Treasurer is given a picture of 
the likely financial results for the year. 
This first picture, as you ean probably 
imagine, calls for some adjustment, as it is 
generally found that first estimates for 
expenditure have been framed on an opti- 
mistic basis, while expected revenues err 
on the side of pessimism. Generally, it is 
then necessary for the Treasurer to direct 
certain reductions in the expenditures 
requested, and after investigation, push up 
the larger revenue figures. After making 
these adjustments the Treasurer then 
directs that the budget be prepared for 
presentation to Parliament providing for 
an estimated surplus or deficit, according 
to the final estimated figures. 

It is in respect of deficit finance that 
Government finance differs fundamentally 
from company finance. Where companies’ 
budgets disclose that income is insufficient 
to meet working expenses, it is incumbent 
upon the management to effect such econo- 
mies of production, of selling, or of over- 
head, or by some means in their power to 

- boost sales to ensure a profit from working. 
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The position of the State Government is 
considerably different. It is charged with 
the responsibility of providing certain 
essential social services, the costs of pro- 
viding which are dependent upon prices 
and wages, which are entirely out of the 
Government’s control. Its revenues, since 
the introduction of Uniform Taxation, are 
not readily adjustable and are prone to 
fall off just when most needed. If then 
the State Government, when framing its 
Budget is faced with a deficit, it could 
curtail its services, with a view to redueing 
expenditure, or perhaps it could, give con- 
sideration to increasing the charges for all 
of its services to endeavour to bridge the 
gap between revenue and expenditure. It 
must be borne in mind, however, that under 
the system of Uniform Taxation, the tax. 
payers of this State are taxed upon the 
same scale as taxpayers elsewhere in 
Australia. Under these circumstances, it is 
the policy of the South Australian Govern- 
ment to provide the citizens af this State 
with the same scale of social amenities and 
the same standard of public services at 
prices not greater than those charged to 
the citizens of the more wealthy States of 
the Commonwealth. 


The Government of this State takes the 
view that the Commonwealth, as the chief 
collector of taxation, has an obligation to 
pay to the States each year out of the 
taxation pool, sufficient money to permit 
the States to carry out, consistent with 
efficient Government, their constitutional 
functions, and to maintain budget equilib- 
rium. This can be done by means of grants 
under the Uniform Tax system or by 
special grants under section 96 of the Con- 
stitution. Failing a grant sufficient to 
meet our financial needs, there is no reasot- 
able alternative which is fair to our citi- 
zens, to borrowing to finance the deficit. 

The Treasurer then presents the Budget 
to Parliament. He then delivers his Bué- 
get Speech, in which he summarizes the 
financial transactions for the previous yea 
and gives Members of the House a sum 
mary of the financial results expected for 
the current year. The speech is supple 
mented by the presentation to Parliament 
of the ‘‘Estimates of Expenditure’’ and 
the ‘‘Ways and Means’’. This latter doct- 
ment sets out details of the revenue 
expected to be received. 
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The Estimates of Expenditure which are 
presented to Parliament are divided into 
15 main parts. Fourteen of these include 
provision for expenditure by the Legisla- 
ture and the various Ministerial Divisions 
of the Publie Service; the other part in- 
eludes all expenditure for which Parlia- 
ment has made provision by Special Acts. 
Each division is divided into sections. In 
the 14 divisions there are 74 sections. 
These sections are again divided into items 
of expenditure, of which there are approxi- 
mately 3,000. 

The estimates presented for the consider- 
ation of Parliament supply the following 
information in respect of each line: 

1. The budget amount for the previous 

vear. 

Actual expenditure for the previous 
year. 

Proposed expenditure for the current 
year. 

The amount of increase or decrease 
of the proposed expenditure on actual 
expenditure for the previous year. 

Of course this information is also avail- 
able in respect of each section and division. 
A statement (Ways and Means), of the 


expected revenue for the year is supplied 
to Parliament under four main heads: 


1. Taxation: This ineludes revenue from such 
items as Land Tax, Stamp Duties, Betting, 
Licences issued by the Police, Succes- 
sion Duties, Motor Vehicle Registrations 
and Drivers’ Licences, Court Fees, Fees 
levied by the Transport Control Board, 
and a few other smaller items. 

2. Public Works and Services; This division in- 
cludes revenue from the Education Depart- 
ment from the sale of books and school 
material, rents, technical school fees, and 
reimbursement by the Commonwealth Gov- 
ernment for the services of teachers in 
connection with the Rehabilitation Training 
Scheme; Business Undertakings, such as 
Harbours Board, Railways, Water Supplies 
and Sewers. Produce Department, Irrigation 
and Drainage; Hospital fees; Rents of 
Public Buildings; Interest on advances 
made by the Government; Unclaimed 
Moneys (£13,000), and other sundry fees. 

3. Territorial: Included in this. division are 
revenues from sales of Crown Lands, Rents 
for Crown Lands, Mining revenues includ- 
ing Royalties. 

Commonwealth Grants: This fourth division in- 
cludes all grants in aid of the public 
revenue, from the Commonwealth Govern- 
ment. These grants. come under three 
categories. 

(1) A grant made pursuant to the Finan- 
cial Agreement towards interest on the 
Public Debt of the State. 
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(2) Grant made pursuant to Section 96 of 

the Commonwealth Constitution, and 
the Commonwealth Grants Commission 
Act. The amount of this grant varies 
from year to year and it is based by 
the Grants Commission on what it con 
siders to be the financial needs of the 
State. I will deal further with this 
aspect of Commonwealth Grants at a 
later stage. 
The amount paid to the State in 
accordance with the States Grants (Tax 
Reimbursement Act, 1946, from the 
taxation pool eollected by the Common 
wealth. 


The House of Assembly in Committe: 

goes through the estimates line by line. 
Members information on various 
lines are supplied with particulars by the 
Minister in charge of the particular part 
of the estimates under review. When they 
have finished the debate on the estimates, 
the Treasurer introduces the Appropriation 
Bill which is based on the estimates. This 
sill, when it becomes an Act, authorises 
the Government to expend the various 
amounts of money set out in the Bill. The 
total Government expenditure from rev- 
enue for the year approximates £19,000,000. 
Of this amount, appropriation is provided 
by various Acts passed from time to time 
amounting to approximately £6,000,000, so 
that the amount authorized by the Appro- 
priation Act approximates £13,000,000. 

The amounts set out for the various lines 
in the estimates can be exceeded within 
certain limits, and the total limit placed 
on all lines is £400,000, so that it will be 
seen that the total estimate of £13,000,000 
“an only be exceeded by approximately 3%. 
If the Government cannot carry on within 
this limit, it must call Parliament together 
to obtain further appropriation for the 
carrying on of the public services for the 
vear. 

During the period from Ist July in each 
year to the date when Parliament gives 
authority by Appropriation Act, for expen- 
diture, the Government is given financial 
authority to carry on services by means of 
Supply Bills. In this State, it is the gen- 


seeking 


‘ eral practice to have two Supply Bills to 


carry the Government over until the 
Appropriation Act is passed. The Supply 
Bills this. year were for £2,000,000 from 
Ist July, and a further Bill for £1,500,000 
early in September. These amounts pro- 
vide authority for the Government to carry 
on until about the 24th of October, by 
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which time the Appropriation Act must 
be assented to or further supply provision 
given to the Government to enable it to 
pay salaries and wages and continue neces- 


sary public services. 

In order to control the expenditure 
against the various lines in the Estimates, 
the Government Departments advise the 
Treasury daily of the accounts, and salaries 
and wages they are paying, and the line 
in the estimates against which such pay- 
ments are to be charged. In the Treasury, 
we keep ledger accounts for each of these 
budgetary lines, against which we debit the 
amounts advised to us by the Departments 
daily. On receipt of these advices from the 
Departments, the ledger is examined, and 
if provision has not been exceeded, funds 
are made available to Departments for pay- 
ment of salaries, wages, and accounts. 

Where the budgetary provision is in- 
sufficient, the Government has at its dis- 
posal an amount of £400,000 to provide 
for variations required during the year. 
Departments have excesses on the budget 
provision allocated to them from this 
amount, on application being made to the 
Treasurer through the Minister controlling 
the Department, who recommends to the 
Treasurer that additional provision is 
necessary and gives the Treasurer the 
reasons for that additional provision. If 
the Treasurer approves, the additional 
amount provided is added to the budgetary 
provision increasing the amount available 
for expenditure by the Department on that 
line in the current year. 

Likewise, the Treasury is advised from 
time to time of all collections of revenue 
against the various revenue heads set out 
in the ‘‘Ways and Means’’. From the in- 
formation at our disposal in the Treasury, 
from previous experience, and from our 
knowledge of commitments, we are able as 
the year progresses, to forecast fairly accu- 
rately how our accounts will finish at the 
end of the year. Our budgetary position is 
examined continuously throughout the year 
as we are required to keep in touch with the 
Commonwealth Grants Commission, supply- 
ing them from time to time with our fore- 
cast 

We now turn to budgeting iy connection 
with expenditure from the ‘‘Loan Fund’’. 
Each of the Departments engaged on con- 
struction work furnishes the Treasurer 
with a Programme of Works recommended 
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by the controlling Minister for the financial 
year. This Programme is generally sent to 
the Treasury about March or April in each 
year, so that it can be examined and the 
necessary comments and explanations pre. 
pared for submission to the Loan Couneil 
The programme submitted to the Loan 
Council, of course, is a summary of all the 
works put forward by our various Depart. 
ments. This programme is examined bya 
Co-ordinator General of Works who reports 
to the Loan Council on the programmes 
submitted by all the-States. The Loan 
Council requires that this programme shall 
be submitted under the following headings 

1. Works to the State is com. 

mitted. 


which 


between the 
State Govern- 


agreements 
and 


result of 
Commonwealth 
ments. 
Other works that are subject to con- 
tracts or commitments that cannot be 
postponed. 
4. Other expenditure of a special nature 
The Co-ordinator*General’s report on the 
Programmes of the States is considered by 
the Loan, Council. This body consists of 
the Prime Minister as Chairman, and the 
Premier of each State as a member. The 
Loan Council decides, after considering the 
Co-ordinator General’s report, the amount 
of money which it proposes shall be raised 
for the purposes of the works programmes 
for the year. After the Council has made 
this decision, it then ‘decides how this 
amount shall be allocated between the vari- 
ous States and the Commonwealth. During 
the war years and since, it has been the 
practice to allocate the amount in accord: 
ance with the programme of works recon- 
mended by the Co-ordinator General. 
The State pays for its works programme 
from moneys to the credit of the Loa 
Kund. This fund consists of the following 
1. All moneys borrowed pursuant to the 
Financial Agreement for the purpos 
of the works programme. 
All repayments of advances 
from the Loan Fund. 
Any amounts of surplus revenue 
which are paid to the Loan Fund. 
After the Loan Council has made the 
allocation, it is then necessary for this 
State to present the proposed works pre- 
gramme to the State Parliament. ‘This #8 


made 





2. Other works to be carried out as the | 
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done in the form of the Loan Estimates, 
which is a statement wherein is set out the 
amounts which it is proposed to provide 
for expenditure on the works set out in the 
Loan Programme. In addition, the Loan 
Estimates inelude details of the various 
works which the Government proposes to 
proceed with during the year. After the 
Loan Estimates have been considered by 
the Ilouse of Assembly, Parliament then 
passes What is known as Public Purposes 
Loan Act. This Act, which is based on the 
Loan Estimates, authorizes the Treasurer 
toexpend from the Loan Fund, amounts on 
the publie works set out in the Act. It also 
authorizes the Treasurer to use the esti- 
mated repayments to the Loan Fund for 
the purpose of these works, and to raise, by 
means of loans in accordance with the 
Financial Agreement and the Loan Council 
procedure, the balance of the moneys re- 
quired to carry out the works. 

Treasury control of expenditure from 
the Loan Fund is somewhat similar to the 
procedure outlined in respect of the Expen- 
diture from Revenue. The Loan Act per- 
mits the Treasurer to vary the amount 
provided for individual works so long as 
the total amount of expenditure authorized 
by the Act is not exceeded. 


COMMONWEALTH GRANTS. 


The State receives the following annual 
grants in aid of general revenue from the 
Commonwealth Government: 

1. £704,000—in accordance with the 
Financial Agreement—towards inter- 
est on the Publie Debt. 

2. An amount from the Uniform tax- 

ation revenues collected by the Com- 
monwealth Government. This amount 
is varied from year to year in accord- 
ance with a prescribed formula. This 
year the amount will be £3,890,000. 
A grant assessed by the Common- 
wealth Grants Commission based on 
the financial needs of the State. This 
year the Government expects to 
receive £2,318,000. 

You will see from these figures that the 
State relies on Commonwealth Grants to a 
very large extent to finance its expenditure 
fom revenue. The State’s total estimated 
revenue this year is £18,134,000. Of this 
amount, Commonwealth Grants amount to 
6,912,000, or slightly over 38% of our 
total revenue. 
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The grant paid to us under the Financial 
Agreement, towards interest on the Public 
Debt, took the place of a system of ‘‘Per 
Capita’’ payments which had been made 
since 1910 but which were discontinued by 
the Commonwealth Government in 1927. 

The grant under the uniform tax system 
is payable to the State so long as the State 
does not impose income tax. Any State 
levying an income tax on its people auto- 
matically ceases to be eligible for the Com- 
monwealth Grant and the people of the 
State are still taxed by the Commonwealth 
at the rates applicable to the whole of the 
Commonwealth. 

The grant which is paid to the State on 
the of the C6mmonwealth 
Grants Commission is made in accordance 
with Section 96 of the Commonwealth Con 
stitution. This section provides : 


assessment 


during a period of ten vears after the establisl 
after until 
the Parli 


assistance: to any 


ment of the Commonwealth and thers 
the Parliament otherwis 
ament ma grant finan 
State on terms and 
Parliament thinks fit. 


provides, 


such conditions as the 


In the earlier years of Federation, grants 
were made to both Western Australia and 
Tasmania under the authority of this Sec- 
tion, the amount of the grant being in turn 
determined by the Federal Treasurer and 
various Commissions, and in general being 
based on’ the coneept of the disabilities 
which had been sustained by those States 
as a result of Federation. 

In order to provide definite 
machinery to investigate the claims of the 
States and to assess the effect of disabilities 
on the Budgets of the claimant States as 
the result of Federation, the Common- 
wealth Parliament by legislation, estab- 
lished the Commonwealth Grants Commis- 
sion in 1933. The Grants Commission Act 
provides that the Commission shall inquire 
into and report to the Governor-General 
upon applications made by any State for 
financial assistance under Section 96. 

From the concept of ‘‘disabilities’’, the 
Commission has gradually come to the view 
that the amount of Grant it should recom- 
mend should be such as will enable a less 
wealthy State to function at a standard 
not appreciably below the standard of the 
more wealthy States, whilst exercising com- 
parable economy in expenditure and com- 
parable energy and severity in the collec- 
tion of its own revenues. 


some 
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The procedure of the Commission has 
always been to work on the latest complete 
figures available. These have become 
known as the figures for the ‘‘year of 
review’’. Hence, in assessing the Grant for 
1948-49 for this State the Commission is 
using the State’s financial results for 
1946-47 as the basis for its comparisons of 
standards, the figures for 1946-47 being the 
latest complete figures available. 

It will, therefore, be seen that the figures 
reviewed are in respect of a vear ending 
two years before the end of the financial 
year in which the Grant is paid. 

This procedure you will realize, has the 
serious defect that it igneres the very con- 
siderable variation in economic conditions 
which could o¢ecur, and in fact, has occurred 
during the two-year period between the 
vear of review and the year in which the 
grant is paid to the State. The subsequent 
procedure adopted by the Commission has 
been designed to cover that defect. 

The Commission’s first step is to look at 
the figures for the ‘‘year of review’’. It 
notes the budgetary results in the ‘‘non- 
claimant’’ or ‘‘standard’’ States :—New 
South Wales; Queensland and Victoria— 
and reduces those results to a standard 
deficit or surplus per head. Other things 
being equal, this standard deficit or surplus 
would provide the basis of assessment, and 
the primary grant for each of the claimant 
States would be such amount as would en- 
able them to achieve the same standard 
surplus or deficit per head. In actual fact, 
whilst standard deficits were the rule, the 
bringing of the claimant States to that 
standard was the first approximation. 

During war years, when continued and 
substantial surpluses were experienced in 
the larger States, and when the adoption 
of a standard surplus would have permitted 
the smaller States to set aside reserves for 
deferred maintenance and renewals com- 
parable with those held by the Eastern 
States, the Commission decided that, since 
the surpluses achieved by the larger States 
were almost entirely due to Commonwealth 
war finance, it was improper to permit the 
smaller States to achieve comparable 
results. Accordingly, during the period of 
standard surpluses, the Commission adopted 
a balanced budget standard for the purpose 
of making the first approximation of the 
amounts required by the claimant States. 
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Using this standard, therefore, the Com. 
mission has regard to the claimant States’ 
actual budgetary result in the year of 
review and from this actual result caleu. 
lates what the result would have been in 
the. absence of Special Grants from the 
Commonwealth of a non-recurring nature. 
The primary assessment of the claimant 
States’ grants is therefore the difference 
between their adjusted budget result and 
a balanced budget. 

The Commission next makes a compari- 
son of the revenues collected by the State 
with the revenues that would have been 
collected had the State imposed taxation 
and charges at the average rate applied by 
the three larger States. It also makes a 
comparison of expenditure on social ser- 
vices which include Edueation, Health, 
Law, Order and Publie Safety. 

After having made these comparisons, 
the Commission adds to“6r subtracts from 
the primary assessment the amount indi- 
cated by the above comparisons. Thus it 
arrives at what is called the ‘‘calculated 
erant’’. 

Finally, the Commission makes a_ broad 
estimate of the financial improvement or 
deterioration which might be expected in 
the vear of payment, as compared with the 
year of review. If it considers that the 
calculated grant is insufficient to meet 
revenue requirements during the year of 
payment it recommends that additional 
moneys should be paid to the State. There 
are in the ecaleulation of the grant, then, 
three separate and distinet stages: 

1. the primary assessment based o 

known budget results and related t 
a determined standard. 

the adjusted assessment, adjusted for 
economy or extravagance. 

the final assessment based on the 
additional moneys necessary, in the 
Commission’s judgment, to meet the 
financial needs of the State. 


STATE FINANCES. 


I propose to diseuss under this heading, 
three important arrangements which hav 
materially affected State finances in the 


last 20 years. These are: 
1. The Financial Agreement. 
2. The appointment of the 
wealth Grants Commission. 
3. The Uniform Taxation Legislation. 


Commo 
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The Financial Agreement. 

The Financial Agreement was entered 
into by all the States and the Common- 
wealth to provide for collective raising of 
joan moneys and contributions to sinking 
fund. Prior to the Financial Agreement, 
the States and the Commonwealth were 
comp ting with one another in the money 
market with a consequent upward trend in 
interest rates. The smaller States were 
especially affected because their securities 
were not looked upon as favourably by in- 
vestors as those issued by the larger and 
more industrialized States. 

Under the Financial Agreement, the 
States and the Commonwealth agreed to 
the formation of the Loan Council. This 
body consists of the Prime Minister as 
Chairman, and as members, the Premier of 
each State. It was also agreed that the 
Loan Council would approve the amount of 
money to be raised each year for the works 
programmes of the Commonwealth and the 
States, and would arrange with the Com- 
mouwealth to raise that amount and issue 
Commonwealth securities for the amounts 
raised 

Under this arrangement, competition 
between the States in the loan market 
. and as a consequence, the Govern- 
ments of Australia have been able to raise 
loans upon more advantageous terms and 
was the before the 


Ceast 


conditions than ease 
Agreement. 

The Financial Agreement also provided 
that the Commonwealth and the States 
would contribute to a Sinking Fund in 
respect of the Public Debt of the States. 
Contributions are made by the Common- 
wealth and the States in respect of the 
Public Debts of the States, and by the Com- 
monwealth in respect of its own debt. The 
Agreement provides for sinking fund pay- 
ments at such rates as are required to 
extinguish the debt over 53-58 year periods. 
The sinking fund is administered by the 
National Debt Commission under the 
National Debt Commission Act. This body 
uses the moneys at its disposal for the pur- 
chase and redemption of Commonwealth 
securities and allocates a proportion of the 
debt so cancelled_to each State, proportion- 
ately to the contributions made to the sink- 
ing fund in respect of the debt of the State. 

Contributions are made to the sinking 
fund so far as the Publie Debt of this 
State is concerned as follows: 
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By the Commonwealth Government— 


(a) On the net public debt of this State 
existing at 30th June, 1927, at the 
rate of 2/6d. per cent. per annum 
for a period of 58 years. 

(b) On each new loan raised by the 
State after 30th June, 1927, at the 
rate of 5/- per cent. per annum for 
53 years, excluding loans raised to 
meet Revenue deficits accruing after 
that date. 

On funded deficits of the State be- 
tween Ist July, 1927 and 30 June, 
1935, at the rate of 5/- per cent. per 
annum for 39 years. 

By the State Government— 


(a) On the net public debt of the State 
existing at 30th June, 1927, at the 
rate of 5/- per cent. per annum for 
a period of 58 years. 

On each new loan raised by the 
State after 30th June, 1927, at the 
rate of 5/- per cent. per annum for 
53 years, excluding loans raised to 
meet Revenue deficits accruing after 
that date. 

On funded deficits of the State from 
Ist July, 1927, to 30th June, 1935, 
at the rate of 15/- per cent. per 
annum for a period of 39 years. 
On funded deficits of the State after 
30th June, 1935, at the rate of £4 
per cent. per annum for 17 years. 
£4 10s. Od. per cent. per annum on 
the face value of securities redeemed 
or repurchased on behalf of the 
State for the full period during 
which the Sinking Fund contribu- 
tions are payable. 

It will, therefore, be seen that although 
the State continues to borrow moneys for 
the purpose of carrying out developmental 
and capital works, provision is being made 
for the repayment of those borrowings over 
a set period of years. 

Commonwealth Grants Commission. 

Prior to the appointment of the Com- 
monwealth Grants Commission in 1933, the 
States had the right, pursuant to section 96 
of the -Commonwealth Constitution, to 
approach the Commonwealth Government 
for financial assistance. But there was 
considerable difficulty in connection with 
preparation of data necessary to substan- 
tiate the application for financial assistance 
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as the applications were referred for con- 
sideration to different departments and 
bodies by the Federal Treasurer. 

In 1933, the Parliament of the Common- 
wealth passed the Commonwealth Grants 
Commission Act which provided for the 
appointment of a Commonwealth Grants 
Commission of three members. The mem- 
bers of the Commission are appointed by 
the Governor-General and the Commission 
is required to inquire into and report to 
the Governor-General upon : 

(a) Applications made by any State to 
the Commonwealth for the Grant by 
the Parliament of financial assist- 
ance in pursuance of section 96 of 
the Constitution. 

Any matters relating to grants of 
financial assistance made in pursu- 
ance of that section by the Parlia- 
ment to any State which are re- 
ferred to the Commission by the 
Governor-General; and 

Any matters relating to the making 
of any grant of financial assistance 
by the Parliament to any State in 
pursuance of that section, which are 
referred to the Commission by the 
Governor-General. 

When this legislation was passed, the 
States not only had the right under section 
96 of the Constitution to make application 
to the Commonwealth Government for 
financial assistance, but a body was pro- 
vided by the Commonwealth Parliament 
which had an obligation to inquire into 
the application and to report thereon to 
the Governor-General. The experience of 
this State is that this system has worked 
very well, and although the States’ finan- 
cial affairs are subject to inquiry by an 
outside body, and the amount of financial 
assistance is dependent upon that body’s 
recommendation, the Commission can justly 
claim that the grants recommended by it 
have been sufficient to enable this and the 
other claimant States to carry out their 
obligations under the Constitution without 
serious financial difficulties. The States of 
South Australia, Western Australia and 
Tasmania, being’ the three smaller States, 
have for some years now, made application 
to the Commonwealth Government for 
financial assistance under section 96 of the 
Constitution. No applications have been 
made by the three larger states—New South 
Wales, Victoria and Queensland. 
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Uniform Taxation Legislation. 


In 1942, the Commonwealth Government, 
in order to utilize all the resources of the 
nation towards the prosecution of the war, 
decided that it would take the powers 
necessary to enable it to be the only income 
taxation authority in Australia. As com. 
pensation to the States, who were debarred 
from imposing income tax, the Conimon-. 
wealth made provision for annual grants 
to each State, based on the average collee- 
tions from income tax by the various States 
during the years 1940-41 and 1941-42. 
Subsequently, this legislation was chal- 
lenged in the High Court by some of the 
States, and the High Court ruled that the 
Commonwealth Government not only had 
priority in the income tax field during the 
war years, but at any time. On the cess. 
ation of hostilities, the Commonwealth 
Government therefore repealed the 1942 
Uniform Taxation Legislation, an«d passed 
a further Act in 1946, which gives to the 
Commonwealth power to levy income tar, 
and to make grants to the States so long 
as they do not levy income tax. <Any State 
attempting to levy its own income tax is 
automatically disqualified from receiving 
Tax Reimbursement Grants from the Conm- 
monwealth. It will be seen that this legis- 
lation has materially affected the method 
by which the States finance their revenue 
expenditures, and they have now become 
very much more reliant on Commonwealth 
Grants for a large part of their annual 
revenues. In this State, Commonwealth 
Grants form nearly 40% of our total 
annual revenue. The State Governments 
have generally objected to the Uniform 
Tax System because they state that it is 
undeniably a proper principle of Govern- 
ment that the spending authority should 
be responsible for the collection of its 
revenues and should give account to the 
taxpayer for the money collected. Secondly, 
the period for which Uniform Taxation 
has worked has been one of very great pros- 
perity with budéyant revenues and no un 
employment. The difficulties are now only 
showing up and as the method of obtaining 
erants under this legislation is not as flex- 
ible as it would be if the State was levying 
its own income tax, the problem of raising 
higher revenues to meet the impact of the 
higher costs of wages and materials is likely 
to become more difficult. 
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CoNCLUSION. 


The subject of Government Finance, is, 
as you will realize, a very wide one, and 
in this lecture I have not been able to do 
more than indicate, in a very general way, 
the problems with which we in the Treasury 
are confronted. The finance of govern- 
ment instrumentalities, the form and con- 
tent of published accounts, and the control 
of expenditures generally, are, in my 
opinion, sufficiently important to warrant a 
considerably greater amount of attention 
than is accorded to them by the general 
puBlic. 

Shareholders in public companies nor- 
mally take a very great interest in the 
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‘finances of those companies, but the aver- 


age taxpayer, who is in the ultimate, the 
owner of government utilities, seldom takes 
any more than a passing interest, if that, 
in Budgets and financial results. Perhaps, 
in affording me the opportunity to address 
you this evening, the Institute had in mind 
just this apathy. I feel that if I have 
interested you in some of the aspects of 
Government Finance, then the Institute 
has done a lot to destroy that apathy which 
you will agree exist. I thank the 
Institute for the opportunity of addressing 
you this evening, and thank you all for 
the courteous hearing which has been 
accorded to me. 


does 


THE PROFITGRAPH 


SALES, COSTS AND PROFITS. 


G. T. WEBB, B. COM., A.I.C.A., A.C.A.A., A.C.LS. 


Although the profitgraph has appeared 
in textbooks published in the United States 
of America for many years (C. E. Knoeppel, 
who appears to be the originator, claims to 
have first used it in 1909), it is only within 
the last few years that Australian Account- 
ants. appear to have discovered its possi- 
bilities for diagramatic representation of 
fixed and variable costs, output and profit. 

In its usual form, e.g. fig. 77 in Cost 
Accounting by Dohr and Inghram “), the 
profitgraph imparts a_ pseudo-scientific 
atmosphere into the text where it is intro- 
duced, indicating a definiteness in the 
amount of profit obtainable with varying 
levels of output which could not occur in 
practice. In its most complicated form, 
eg. the frontispiece to Profit Engineering 
by C. E. Knoeppel ‘’, the result is to leave 
the reader over-awed by the complexity 
and apparent scientific accuracy of the 
) J. L. Dohr and H. A. Inghram, Cost Account- 

ing, third edition, New York, 1946, p. 413. 
C. E. Knoeppel, Profit Engineering, New 
York, 1933. 
See also C. E. Knoeppel and E. G. Seybold, 
Managing for Profit, New York, 1937. 

A. D. Richmond, Managerial Aids to Lower 
Costs, cost bulletin No. 9, the Australasian 
Institute of Cost Accountants, Melbourne, 
October, 1947, p. 9. 

E. 8S. Gardner, Application of Accounting Pro- 


diagram. This impression, to the average 
reader, deepens as the text, charts, and 
mathematics in this book are examined. 
Recently, four articles have been pub- 
lished in Australia,‘*’ in which the profit- 
graph appears as an illustration from 
which certain conclusions are drawn, and 
it is therefore necessary to draw the atten- 
tion of accountants to the principles under- 
lying the construction of this diagram, an 
examination of which shows that the results 
imputed from the diagram are invalid. 
Professor Prest’s lecture on 19th Novem- 
ber, 1947, to the Australasian Institute of 
Cost Accountants at Melbourne, on ‘‘The 
Influence of Volume on Cost, Price and 
Profit’’, should have a salutary effect in 
checking the use of this fascinating but 
misleading diagram. 
Unfortunately, in the past; very little 
attention has been given by accountants to 
’ 
cedure as the Basis of Securing Financial 
Control for a Manufacturing Enterprise, the 
Australian Accountant, October, 1947, p. 441. 
Walter D. Scott, Differential Costs—As an 
Aid to Management, the Australian Account- 
ant, September, 1947, p. 376. 
Scientific Cost Analysis—Fixed and Variable 
Costs, an article prepared and published by 
the graduate research group of the Association 
of Accountants of Australia, Sydney, July, 
1945, p. 12. 
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a reconciliation of accounting theory with 
economic theory, although most Account- 
ancy Institutes include elementary econ- 
omies as a subject in their syllabus. Work 
which is being carried out at present, and 
two recent books by English accountants", 
offer some prospect of definite results being 
reached in the near future in this very 
important field. 

One result of this lack of reconciliation 
in the past is that the topic particularly 
covered by the profitgraph—the expansion 
of output by a firm beyond normal—is 
treated in one way in accountancy text- 
books and in exactly the opposite way in 
economic textbooks. Both cannot be right, 
and it appears necessary for this particular 
section in cost accounting textbooks to be 
corrected. ?) 

The accounting treatment is to point out 
that, omitting war production, individual 
firms never operate at 100% capacity for 
any length of time (which is quite correct), 
and that if a firm expands its output 
beyond normal its net profit will increase, 
and inerease at an increasing rate (an 
untenable conclusion). Thus, in Cost 
Accounting by Dohr and Inghram, the 
standard textbook being used in Victoria 
for cost accounting examinations, it is 
stated : 

the relationships existing between fixed and 
variable costs, sales and profits, is illustrated 
graphically in figure 77, in which units of out- 
put are plotted on the horizontal axis and 
dollars on the vertical axis. The variable costs 
are represented by the Line A—A showing that 
their amount increases in direct proportion to 
the output. (p. 413, my italics). 


Normal output is regarded as ‘‘about 
75% to 80% of the maximum output in 
the customary working time in the indus- 
try’’ (p. 414), which is probably a fair 
estimate (Knoeppel regards 67% of capa- 
city as normal), and in fig. 77, when out- 
put is increased from 45 M. units (normal) 
to 5331/3 M. units, the net profit increases, 
and this diagram is regarded as illustrating 
‘fa summary of the results under varying 
amounts of output’’ (p. 414). 

The same conclusion is drawn in Scien- 
tific Cost Analysis, where in fig. 4 the profit 
is shown as £2,500 at 75% output and 
(1) F, Sewell Bray, Precision and Desien in 

Accountancy, London, 1947; Harry Norris, 

Accounting Theory—An outline of its Struc- 

ture, London, 1946. 
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£4,500 at 100% output, while from the 
diagram at 125% output £6,500 profit could 
be obtained (p. 12). 

In his lecture Mr. Richmond states ‘‘the 
examination of sales and profits is given by 
a profitgraph. This shows the effect upon 
the net profit of changes in fixed and 
variable costs. It enables the profit to be 
determined under a variety of conditions 
and when the representative gross profit 
has been selected, it will show what the sales 
will need to be to cover costs, and t 
provide profits to meet the requirements of 
the profit plan’’ (p. 8—the italics gn 
mine). 

Similarly, Mr. Gardner in his thesis 
states ‘‘budgetary control is brought to its 
highest peak of efficiency through the flex. 
ible budget, which enables a natural step 
towards profit control—the analysis and 
calculation of profits at any volume of 
turnover (vide fig. 1 for profitgraph)’’ (p. 
441, my italics). 

Mr. Seott, in his lecture on Differential 
Costs, considered that ‘‘the profitgraph is 
the best example of the graphic differential 
cost statement. It sets forth the vital statis 
tics of a business in total form it sets 
forth the profit or loss which can be e 
pected in the business at any volume of 
turnover. There is a great deal of other 
information also available, but all of iti 
designed to arrive at that conclusion. 
it shows the amount of fixed expense, th 
amount of variable expense at any turn 
over, the amount of sales necessary for the 
organization to break-even, the volume of 
turnover necessary to pay dividends, to 
provide for reserves, and to do a number 
of other things which management may 
wish to carry out. Obviously, this form of 
statement must surely fit in with our defini- 
tion of Differential Cost, because the dif- 
erence in profit or in loss is shown between 
any two turnover figures. The statement 
or its derivatives, however, goes a great 
deal further, because a variation of the 
data and the form may well indicate all 
kinds of information of the utmost value 
to management, such as what profit can bt 
expected at any nominated sales volume, 
as for example budgeted sales, the required 
sales for a desired profit. the effect of & 
(2) See the section on the Profitgraph in the 

Cost Accountant’s Handbook, edited by Pre 

fessor Theodore Lang, New York, 1944, pp 

99-113. 
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reduction in sales price, and what extra 
gales are necessary to keep profits stable, 
the effect of an increase in capacity and the 
results which can be expected from a com- 
bination of changes.’’ (pp. 365-6, the italics 
are mine). 

The profitgraph is based, apparently, on 
the following assumptions (where the 
variation in sales is upward) : 

1. That the turnover can be increased 

beyond normal. 

2. That the fixed expenses, being spread 
over a larger output, will give a lower 
unit cost as far as these expenses are 
coneerned. 

That this increased turnover can be 
obtained at the same selling price. 
That this increased turnover can: be 
obtained without increasing the ratio 
of selling expenses, that is, the vari- 
able expenses (including advertising 
and selling expenses) increase in the 
same proportion as the output. 


These assumptions can be seen from a 
typical question taken from a recent exam- 
ination paper of the Australasian Institute 
of Cost Accountants, and the model answer 
issued by the Institute: 

Quest Vo. 4, 
final « 
The profit and loss statement of a certain business 
for the past year was as under: 
Sales 


2nd paper, Costing (subject K 
pa} k , 
mation, September, 1946: 


£125,000 
less cost of goods sold 98,000 
Gross margin £27,000 
Less selling and administrative 

expense 24,000 


£3,000 


Operating Profit 


Cost of goods sold included fixed cost 
amounting to £22,000, and selling and 
administrative expense included fixed 
expense amounting to £5,600. It was esti- 
mated that fixed cost and expense would 
be unaltered if sales were reduced, but that, 
if sales reached or exceeded £130,000, fixed 
cost and fixed expense would increase by 
£2,500 only. From this information, cal- 
culate : 

(a) the ‘‘break-even point’’, and 

(b) the sales volume necessary to pay a 

dividend of £5,000 a year, after 
placing £1,500 to reserve. 
“) Robert Triffin, Monopolistic Competition and 


General [Equilibrium Theory, Cambridge 
(U.S.A.), 1940, p. 149 n. 
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MopEL ANSWER: 
(a) ealeulation of the ‘‘break-even point’’. 
£ 
Fixed cost: cost of goods 
sold 
Selling and adminis 
trative expense 


£22,000 


£5,600 
——— 27,600 22.08 
cost: Cost of 
goods sold 
Selling and adminis- 
trative expense 


Variable 
£76,000 


£18,400 
94,400 75.52 
3,000 2.40 


£125,000 100.00 


Operating profit 
Sales 


Assuming that variable cost is directly 
variable in relation to sales and that fixed 
cost and operating profit equal 24.48% of 
sales value (as above), break-even point 
would be: 
£ % 

27,600 24.48 
85,150 ) 


40.04 


Fixed cost 
Variable cost 


£112,750 100.00 


Sales at break-even point 
(obtained—100.00 

24.48 of £27,600). 
sales volume to pay £5,000 
placing £1,500 to reserve. 


(b) dividend after 


£ % 

Profit required £6,5 
Fixed cost (increased by 
£2,500) 30.100 
—— 36,600 
112,900 


Variable cost 


Sales volume required 
(obtained—100.00 
24.48 of £36,600) £149,500 


100.00 





There is no quarrel with assumptions 1 
and 2, but apparently the cost accountants 
have not looked beyond assumptions 3 and 
4 to the ultimate results, namely, that the 
firm first in the field, or first to realize the 
position, could expand output indefinitely 
and so capture the whole market. 

Thus, Dr. Triffin pointed out recently 
that : 

it is indeed odd that recent discussions of cost 

theory should have completely overlooked 

Cournot’s masterly analysis of a hundred years 

ago: ‘‘It is ... plain under the hypothesis of 

unlimited competition, and where, at the same 

time, the (cost) function... should be a 

decreasing one, that nothing would limit the 

production of the article.’’ 

(A. Cournot, Researches into the Mathematical 

Principles of the Theory of Wealth, Paris, 

1838.) (1) 
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If the profitgraph as drawn is correct 
there could be only one firm in each in- 
dustry, and while it is conceded by most 
authorities today that pure competition 
does not exist, and that all competition is 
monopolistic or imperfect, we have not 
reached the stage of pure monopoly.“ 

The problem could be posed thus—if the 
profitgraph is correct, and there are ten 
manufacturers’ in the same City selling 
plum jam in 2]b. tins (with different 
makers’ labels), and all working at normal 
output, what is to stop one manufacturer 
expanding output, increasing profits, and 
capturing the entire market from his nine 
competitors ? 

The answer, of course, is that the revenue 
line and the cost line are not straight lines 
as shown on the profitgraph, but curves; 
and the U-shaped cost curve, while show- 
ing declining unit costs at first, must rise 
after a certain level of output has been 
reached.‘?) In-other words, to obtain addi- 
tional output beyond normal, either selling 
price must be reduced or costs (selling if 
advertising is expanded, manufacturing if 
the product is improved) must be in- 
creased, and increased more than in pro- 
portion to the increase in revenue. If the 
extra profits shown by the profitgraph 
could be obtained from output beyond 
normal, the firm would not be operating at 
normal capacity, but would have expanded 
output, seized the extra profit, and monopo- 
lized the entire market. 

There is no doubt as to the views of 
economists on this matter, but as they are 
not well known to most accountants, it may 
be well briefly to indicate the views of the 
leading authorities. 

Although there is no theoretical disecus- 
sion of increasing costs in The General 
Theory, Lord Keynes throughout assumes 
that ‘‘conditions of decreasing return must 
necessarily accompany an increase of out- 
put. ’’‘) 

In his textbook on Economies, Dr. Ben- 
ham examines"? the forces which limit the 
(1) See F. Zeuthen, Problems of Monopoly and 

Economic Warfare, London, 1930, pp. 5-6. 
(2) See Triffin, op. cit., p. 150. 

J. M. Keynes, The General Theory of Employ- 

ment, Interest and Money, London, 1936, p. 83. 

See also pp. 81 and 114. 

(4) Federic Benham, Economics, 
London, 1943, pp. 249-252. 


third edition 
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size of a firm if marginal costs are no 
rising—why the extra units of output 
which apparently would sell for more thay 
their additional cost and thus inerease total 
profits, are not produced. He concludg 
that either (a) the firm is in a monopolistie 
position and ‘‘will maximize its profits by 
equating ‘marginal cost and marginal 
revenue; the former may be falling, but 
soone# or later the latter will be falling 
at a faster rate, and the two curves wil 
intersect’’ (fig. 29, p. 250), or (b) ‘‘that 
marginal selling—costs are rising; add. 
tional units of output could be produced 
more cheaply, but the cost of selling them 
would be greater, per unit, and would mor 
than offset the fall in marginal production 
costs’’ (fig. 30, p. 251). 


In Economie Analysis, Mr. Bouldin 
draws attention to the great importance @ 
the conclusion that ‘‘ costs rise with increas 
ing output if the average total cos 
were the same at all outputs, no matter hoy 
great, and if the market for output wer 
perfect at all outputs, there would b 
nothing to prevent an enterprise from in 
creasing its scale indefinitely. There would 
be no output at which the net revenue i 
a maximum, for the net revenue, provided 
the price of the product is greater tha 
its constant average cost, will always i 
crease with increase in output. The mar 
ginal cost will be constant and equal t 
the average cost, and will always be below 
the price of the product. If the market for 
output is perfect, then, an enterprise i 
prevented from expanding indefinitely only 
by the fact of rising marginal cost as out 
put expands.’’‘® 


In his Theory of Monopolistic Compet- 
tion, Professor Chamberlain points out tha 
‘if his product is slightly different from 
others, it would be a mistake for the pre 
ducer to proceed on the assumption that bt 
can sell any amount of it at the going pric, 
since buyers might prefer other varieti# 
and take larger amounts of his own onl 
at a price sacrifice or through the persut 
(5) For a more advanced treatment, see George é 

Stigler, The theory of Price, New York, 19% 

chapter 8 (the laws of return and the c@® 

curves) and chapter 9 (pricing under compet 
tition 

Kenneth E. Boulding, Economie Analysis, Ne 
York, 1941, p. 512. See also figs. 45 and # 

p. 424, and 47 and 48, p. 430, for the shapé 

of the cost and revenue curves. 
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sion of advertising (this is the circumstance 
in which the ordinary business man finds 
himself, and this is why most markets are 
not purely competitive),’’ ") and he sum- 
marizes the conditions surrounding in- 
ereasel output as follows: ‘‘the concept of 
economies of large-scale production is such 
a familiar one that the shape of the curve 
should require no extended elucidation at 
this point. Unit costs are high for a small 
volume of output; they decrease as output 
increases until the most efficient scale of 
production is achieved, and then rise again 
as the organization of the producing unit 
becomes over-complex and cumbrous. The 
eost curve for an individual pypducer must 
always have these general characteristics, 
not matter what the commodity (or ser- 
vice), since there must always be a scale 
of production which is more efficient than 
any other and on either side of which costs 
will be higher.’’ * (fig. 3, p. 21). 

In discussing selling costs, Professor 
Chamberlain points out that if the forces 
making for diminishing returns: 

are placed alongside of those leading to in- 
creasing returns, it will be evident at once that 
the latter ultimately give way before the 
fori Increasing returns from repetition and 
from _improved organization sooner or later 
come to an end, whereas the resistances 
accounting for diminishing returns are ever 
increasing in strength as outlays are 
extended. The curve of (average) selling cost 
per unit of product, being a composite of all 
of these forces, will evidently fall as returns 
are increasing, reach a minimum, and then rise 
again under diminishing returns,(3) 


fig. 20, p. 136). 


sales 


') Edward Chamberlain, The Theory of Monopo- 
listic Competition, fifth edition, Cambridge 
(U.S.A.), 1946, p. 7. 

® Thid, pp. 20-21, see also appendix B ‘‘the cost 
curve of the individual producer’’, pp. 230-235. 


) Ibid, pp. 135-6. 
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Further : 


‘whenever price competition fails to function, 
whether because each seller is in close compe- 
tition with only a few others or for any other 
reason, the result is not merely higher prices, 
but also excess capacity as a permanent and 
normal characteristic of the equilibrium adjust- 
ment ... it seems likely that advertising dim- 
inishes the discrepancy between the actual and 
the most efficient scale of production. But total 
costs and prices are higher. Selling costs per 
unit are greater than the decrease in production 
costs. The resources expended to achieve this 
result are therefore greater than those saved 
by achieving it. And, of course, the balance 
of excess capacity remains. (4) 


(fig. 29, p. 163). 
In the Economies of Imperfect Competi- 
tion, Mrs. Robinson points out that: 


in a perfectly competitive industry each firm, 
in full equilibrium, will produce that output at 
which its average costs are a minimum; each 
firm then will be of optimum size (5) 


(fig. 37, p. 96), but: 


if competition is imperfect the demand curve 
for the output of the individual firm will be 
falling (fig. 35), and the double condition of 
equilibrium can only be fulfilled for some out 
put at which average cost is falling. The 
firms will therefore be of less than optimum 
size when profits are normal. When the con- 
ditions which produce equilibrium obtain, it-is 
not profitable for the firm to expand, and the 
entrepreneur has no reason for wishing to pro- 
duce the optimum output, since any increase 
beyond the equilibrium output would involve 
a marginal cost greater than marginal revenue. 
It is only if conditions of perfect competition 
prevail that firms will be of the optimum size, 
and there is no reason to expect that they will 
be of optimum size in the real world, since in 
the real world competition is not perfect.(6) 


(4) Ibid, pp. 171-2. 

(5) Joan Robinson, the Economics of Imperfect 
Competition, London, 1933, p. 96. a 

(6) Ibid, p. 97, see also the appendix, ‘‘ increasing 
“and diminishing returns’’, pp. 329-48 and 
fig. 82, p. 335. * 
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CHARGING OF DEPRECIATION ON THE BASIS OF REPLACEMENT COST 


The Editor, 


‘“‘The Australian Accountant.’’ 


Dear Sir, 


The articles of Mr. A. A. Fitzgerald and 
Mr. H. W. Slater in the February issue 
dealing, inter alia, with the charging of 
depreciation on the basis of replacement 
cost are of great topical interest and deal 
with a subject which may become of great 
importance to the Profession. 

Mr. Fitzgerald has lucidly shown how 
financing the replacement of assets is a 
problem of financial management and not 
of accounting, and that accounting has ful- 
filled its function when the expired cost 
of the asset has been charged against 
revenue. The arguments advanced by 
Mr. Fitzgerald are in themselves conclu- 
sive, but as the problem is likely to arouse 
wide discussion, I consider that the social 
implications should also be examined so 
that the profession may form a considered 
opinion. 

As prices are, at the present time, deter- 
mined almost entirely on the basis of the 
cost of production, the price received by 
the producer contains the amount of the 
depreciation charged in his accounts. This 
represents a portion of the cost of the 
assets used in the business. If the replace- 
ment cost basis of depreciation were 
adopted the price received by the producer 
would then contain not only a portion of 


the cost of the assets but also a portion of 
the estimated cost of replacement. In my 
opinion, this is tantamount to making 4 
capital levy on the community to enable 
a business to replace its fixed assets. 


This ean best be illustrated by comparing 
two identic&l firms—one new, the other 
well established—in the same industry. 
The new firm, in order to acquire its neces- 
sary plant and equipment, must obtain a 
sufficient amount of capital from its pré 
prietors. This amount will be determined 
by the current level of prices and will, of 
necessity, be much greater than that 
required by an identical business estab 
lished some years before. The well estab 
lished business will, either now or in the 
near future, find itself faced with the 
necessity of replacing its assets at a 
greatly increased price. This increase ip 
cost should be obtained from the pro 
prietors of the business in the same fashion 
as a new business and not from the com 
munity in the form of increased prices for 
its products. 


Depreciation allowances based on replace- 
ment price would confer a tremendous 
benefit on established businesses and would 
handicap newly established firms competing 
in the same industry. 


K. C. Keown. 
Melbourne Technical College. 


12th April, 1948. 
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PRE-PAID EXPENSES 


by 
L. A. BRADDOCK, B.EC., A.U.A., A.I.C.A. 


Accountants generally recognize that, in 
making a decision to prepare monthly, half- 
yearly, or yearly final accounting reports, 
they are necessarily dividing the life of 
that particular business into shorter or 
longer arbitrarily fixed periods. Such 
periods can, but do not necessarily conform 
to any cycle of business activity within the 
business itself, but are usually determined 
by other considerations, e.g., convenience 
of management, legal requirements of 
annual figures for income tax and company 
law purposes. Whatever the reason dic- 
tating the choice of the period which shall 
be marked by the preparation of final 
reports, accounting principles and practice 
demand that such reports shall; so far as is 
possible, include only such items of income 
and expenditure as are applicable to the 
period under consideration, and that all 
items which have reference to past or 
future periods shall be excluded from the 
reports. 

This is done so that the results of a 
period in the life of a business may be 
examined in isolation from that of other 


periods and its chief purpose, apart from 
legal considerations, is that such results 
and comparisons may be interpreted by 
management and used in guiding the 
future destines of that business. 


TRADITIONAL Metnop or EXCLUDING 
PRE-PAYMENTS. 


The traditional method of excluding pre- 
paid expenses from the profit and loss state- 
ments is well explaimed by various writers,} 
all of whom give the same formula of 
entries. For convenience of comparison 
with the later parts of this article, the 
traditional treatment is set out below: 

In the preparation of annual accounts 
of a business, on 30 June, 1948, it is noted 
that Insurance premiums amounting to 
£120 were paid on 31 March, 1948, pro- 
viding insurance cover for the year 1 April, 
1948 to 31 March, 1949. It is necessary to 
exclude from the profit and loss statements 
the £90 of premium which does not apply 
to the period under review. This is usually 
accomplished as follows: 


INSURANCE ACCOUNT (Expense Account). 


31 To Cash £120 


£120 


‘June 30 By Insurance Pre-paid 


Profit and Loss Account 


” 


PRE-PAID INSURANCE (Asset Account). 


30 To Insurance Account £90 


PROFIT AND LOSS ACCOUNT. 


June 30 To Insurance £30 


The transfer of the pre-paid insurance is accomplished by posting the Journal 
Entry : 


June 30 Pre-paid Insurance Account 
To Insurance Account 
Being proportion of premiums paid 


In preparing the Balance Sheet, the Pre- 
paid Insurance Account is then shown 
amongst the assets, although there is a 
1S8ee references at end of article. 

2Goldberg and Hill. 

Smyth and Glasheen. 


Dr. £90 


£90 


in advance. 


division of opinion as to whether the item 
should appear as a Current Asset or an 
Intangible.” 


‘*The Elements of Accounting’’ p. 21. 
‘*Intermediate Accountancy ’’ 


Chapter 4, pp. 48-49. 
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The traditional method then goes on to 
show that on the first day of the new 
accounting period, the asset account for 
Pre-paid Insurance will be extinguished by 
a reversal of the Journal entry given above 


July 1 Insurance Account 


To Pre-paid Insurance Account 
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and by re-opening the expense account for 
Insurance premiums. 


The reversal entry and the resulting 
ledger accounts then appear as under: 


Dr. £90 
£90 


Being pre-paid insurance of last period written back. 


PRE-PAID INSURANCE (Asset Account). 


Account 


June 30 To Insurance £90 


July 


1 By Insurance Account 


INSURANCE ACCOUNT (Expense Account). 


July 1 To Pre-paid Insurance £90 


If we assume that the same expense is paid on the same date under the same terms 
in the next year, the Insurance premiums account will then be: 


INSURANCE ACCOUNT (Expense Account). 


1948 
July 
1949 
Mar. 31 To Cash 


1 To Pre-paid Insurance £90 


120 


£210 


In examining the traditional method we 
note that it does achieve what it sets out 
to achieve, viz. : 

1. The Profit and Loss Account for each 
period will show as an expense only 
that part of the expenditure which 
applies to the period under review. 
The Balance Sheet of any period will 
show as an asset, the amounts paid in 
advanee to cover the expenses of a 
future period. 


The results achieved by the method thus 
conform to established accounting prin- 
ciples. However, it is with the method by 
which this correct end is obtained rather 
than the result itself that we are concerned 
here. An examination of the method used 
reveals three steps. They are: 

1. An original debit of the cash pay- 
ment into an expense account as the 
expenditure is incurred. 

2. A transfer of the unabsorbed or pre- 
paid portion into an asset account for 
final account purposes. 

A reversal of the previous entry and 
a transfer of the amount back to an 
expense account on the first day of 
the new period. 
Smyth and Glasheen, Chapter 8. 
2 Kdwards & 


1949 
June 30 By Pre-paid Insurance £90 


» Profit and Loss 120 


£210 

— 

Any consideration of the validity of the 

method necessarily entails an examination 

of the nature of business expenditure and 
the nature of assets. 


THE NATURE OF EXPENDITURE. 


Most writers on this subject classify 
expenditure under one of two headings, 
Capital Expenditure or Revenue Expendi- 
ture. 

Smyth and Glasheen! define Capital 
Expenditure as ‘‘that which is incurred in 
purchasing fixed assets for the purpose of 
earning income’’ and Revenue Expenditure 
as ‘‘that incurred in maintaining assets in 
a state of efficiency and includes expenses 
incidental to the ordinary carrying on of 
the business’’. -Examples of the first are 
given as purchase of plant and machinery, 
land and buildings, ete., and of the second, 
repairs, depreciation of fixed assets, rents, 
wages, ete. Other writers give * substan 
tially similar definitions and examples. 

These distinctions are a _ convenient 
method of grouping expenses and, con 
verted into book-keeping entries, they mean 
that capital expenditure will be debited to 
asset accounts in the ledger and revenue 
expenditure will be debited to expense 
accounts. Carried to their conclusion, 


Jack—Australian Accounting, Chapter 3. 


Burdon—Full Course in Intermediate Book-keeping, Chapter 17. 
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accounts representing capital expenditure 
will appear as assets in the Balance Sheet 
whilst the revenue expenses will be trans- 
ferred to the Revenue or Profit and Loss 
Account. So far so good, and the distine- 
tion is necessary and must be interpreted 
in the accounts for the preparation of 
periodical final accounts, but the above 
definition and examples give us the germ 
of another idea. Depreciation of fixed 
assets is usually recognized as a revenue 
expense, ie., an expenditure of money 
which is initially recognized as capital 
expenditure, is gradually converted into 
a revenue expense by the passage of time, 
until the original item has been completely 
absorbed in the business of earning profits 
and no longer appears in the Balance 
Sheet. Following this line of thought, it 
becomes apparent that in the long run 
with the possible exception of land pur- 
chases), all capital expenditure becomes 
revenue expenditure and our original dis- 
tinction between the terms disappears. The 
true (listineffon between Capital and Rev- 
enue expenditure then is simply one of 
time, the longer or shorter periods in which 
the item will be absorbed into the costs 
of the business. 


To further pursue this time analysis, 
consider the payments incurred in any 
business. All business expenditure is 
undertaken to acquire goods or services for 
the purpose of profit, i.e., the acquisition of 
things of value, which, by customary defi- 
nition are known as assets. Thus all expen- 
diture is initially ineurred in acquiring 
assets. In the acquisition of goods we recog- 
nize two main groups—(a) Those which 
we wish to keep and use for some time, e.g., 
fixed assets. (b) Those which we wish to 
sell again or use in production. In these 
cases we have already demonstrated that 
absorption of this expenditure into costs is 
purely a matter of time. In the acquisition 
of services, e.g., wages, rent, insurances, 
the same time element is present. Either 
we have had the use of the services before 
payment is made (liability or accrued ex- 
pense), or we are paying for the services 
before they are available (pre-paid ex- 
pense) Im the case of accrued expense, 
the payment extinguishes a liability which 
arose from the acquisition of an asset and 


5 Cost Accounting, p. 53. 
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with pre-paid expenses we pay before ac- 
quiring the asset. 


Summing up this time analysis of expen- 

diture we get the following results: 

1. The final answer as to whether a 

business has made a profit or not can 
only be definitely obtained when it 
is wound-up )long term analysis). 
For convenience of management and 
to satisfy legal requirements, attempts 
must be made. to interpret results of 
business activity in arbitrarily chosen 
segments of its life (short term analy- 
sis). 
As all expenditure is, in the long 
period, revenue expenditure, an 
attempt must be made in estimating 
short period results (and they can at 
best, never be more than estimates or 
approximations), to distinguish be- 
tween expenditure which has been 
absorbed into (short period 
revenue expenditure, or short period 
absorption of assets) and that which 
. remains to benefit periods (shorter or 
longer period assets). In this dis- 
tinction we are concerned with the 
absorption of what are commonly 
called pre-paid expenses. 


costs 


A DIFFERENT VIEW ON PRE-PAID EXPENSES. 


Schumer ! directs us to the correct view 
on pre-paid expenses when he says, refer- 
ring to insurance, ‘‘The premium pre-paid 
is debited to a Pre-payment Account in the 
Assets group of accounts, and each month 
a proportionate amount is transferred to 
the appropriate expense accounts’’. 

In the short period (i.e., an arbitrary 
accounting period of a month or year), we 
define that expenditure which will benefit 
long periods as ‘‘assets’’, and that which 
has been absorbed during the current 
period as ‘‘expense’’. But we have already 
demonstrated that all business expenditure 
is incurred in the purchase of assets which 
become expense by the passage of time. 
Therefore, what we label ‘‘expense’’ in the 
short period represents goods and services 
(assets) absorbed into costs in that period. 
With pre-paid expenses then, we are paying 
for goods or services in advance of their 
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absorption into costs, and in the short 
period, we have acquired an asset which 
will be absorbed into costs with the passage 
of time, i., partly in this accounting 
period and partly in the next. This is a 
different view from that usually adopted, 
and interpreted in book-keeping terms 
means that the traditional method of debit- 
ing these items to expense accounts in the 
first instance is wrong in principle. It is 


wrong because at the time of payment,’ the 
business has acquired an asset which will 


PRE-PAID INSURANCE ACCOUN 


To Cash £120 


31 


1948 


June 30 To Balance 
1949 


Mar. 31 Cash 


” 


June 30 To Balance 


PROFIT AND 


30 To Insurance £30 


The Journal entry required is:— 
1948 


June 30 Profit and Loss Account 
To Insurance Pre-paid 


(Being absorption for this period. 


It will be noted that: 

1. This is fundamentally the same treat- 
ment that is accorded to all of the 
longer period assets. 

The method is justified because the 
expense incurred acquire an 
asset. 

The reversal entry on 1 July is done 
away with as being unnecessary, rep- 
resenting a gain in efficiency as well 
as technical accuracy. 

The method has other advantages: 
Apportionment of costs to processes 
in manufacture or to departments 
generally is facilitated, as apportion- 
ment may be made directly from the 
pre-payments account (Particularly 
useful in Cost Accounting). 


does 
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exist for some period of time, and although 
the time element is shorter than in the cage 
of the more relatively fixed assets it 
nevertheless present. The book-keeping 
entries to reflect this view must give: 

:. 


9 


An initial debit to an asset account 
A periodical writting off of absorp 
tion into costs. 


Applying this to our previous example 
the ledger accounts and journal entries wil] 
be as follows: 


T (Asset Account). 
1949 
June 30 By Profit and Loss (Expense 


absorbed ) 
Balance 


1949 
June 30 By Profit and Loss (Expense 


absorbed ) 
Balance 


LOSS ACCOUNT. 


£30 
) 


All that is necessary to incorporate 
this method into a set of books is to 
provide a pre-payments section in the 
ledger classification (with or without 
a control account according to the 
requirements of the business). 


DISTINCTION BETWEEN ASSET AND EXPENSE 
ACCOUNTS. 


If, as has been asserted, all expenditure 
becomes revenue expenditure in the long 
period, what then is the real basis of dis 
tinction between asset accounts and expense 
accounts in the short or conventional 
accounting period? The distinction # 
simply this: expense accounts take all 
postings of expenditure which has beet 
absorbed into costs of the business at th 
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time the payment is made, and on our 
analysis, all expenditure which has not 
been absorbed into costs at the time of in- 
currence will be posted to an asset account. 
These asset accounts will then be written 
off into costs at the end of the accounting 
period in which the absorption takes place. 
In practice it may be convenient to draw 
the line less rigidly than this. It may be 
convenient to post to expense accounts all 
items of which it is known that their 
absorption into costs will take place within 
the accounting period in which the pay- 
ment is made, even though such absorption 
is incomplete at the time of payment. How- 
ever there is no justification for using the 
same treatment for those items which will 
extend into future periods. 


DIFFERENCE BETWEEN THE Two METHODS. 


As both the traditional accounting 
method and that outlined above, arrive at 
the same correct result, i.e., the correct 
debit to Profit and Loss and the correct 
statement in the Balance Sheet, the question 
which naturally presents itself is whether 
it matters very much which road is taken 
so long as the correct result is arrived at. 
My own opinion is that it does matter. 
Accounting principles are truths (accord- 
ing to our knowledge at any given time) 
which must be properly interpreted by 
accounting entries if the latter are to stand 
the test of truth and accuracy. In the light 
of this analysis, the traditional method is 
quite wrong because it does not meet this 
test. It treats an asset as an expense. This 
being so the method should be discarded. 


BALANCE SHEET AS 


The Australian Accountant 


THE PLACE OF PRE-PAYMENTS IN THE 
BALANCE SHEET. 


Having prepared the Profit and Loss 
Account and apportioned the pre-paid 
expenses to future periods, the accountant 
must determine in which section of the 
Balance Sheet the pre-paid expenses shall 
be grouped. As pointed out earlier, there 
is a division of opinion between writers as 
to whether to include this item in current 
assets or intangibles. We can best decide 
the question by considering the nature of 
the usual pre-payments. Most of them are 
in the nature of annual fixed charges, pay- 
able in advance, e.g., insurance premiums, 
rent, motor registration, land tax, district 
rates, etc. Their payment in any given 
period will thus protect the cash position 
of the business in the next period, in that 
the amount paid in advance will not have 
to come out of the current asset cash in 
that next period. Further,*they are tan- 
gible assets in that for most of them, the 
unexpired portion may be recovered if the 
asset is disposed of before the whole 
expense is absorbed, e.g., a seller is entitled 
to an adjustment for unexpired rates on 
the sale of land, to adjustment of unex- 
pired registration on the sale of a motor 
vehicle, etc. Thirdly, they are currently 
being absorbed into costs with the passage 
of time. For these reasons pre-payments 
should be grouped with the current assets 
in the Balance Sheet, and in the example 
discussed in this article the item would 
appear as under: 


AT 30TH JUNE, 1948. 


CURRENT ASSETS. 
Cash at Bank 


Pre-paid Insurance 
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BOOK REVIEWS 


A Guide to Bankruptcy Law in Australia. By Rogers anp WarpbLe. Butterworth & 


Co. (Australia) Ltd. Sydney 1948. 


The object of this text is to provide 
students with an understanding of the pro- 
visions of the Commonwealth Bankruptcy 
Act and Rules and their application in 
practice. 

The authors have succeeded admirably 
in their task. The work is well arranged 
and the explanation of each phase of the 
work is amplified and illustrated by the 
judicious selection of appropriate case law 
and relevant bankruptcy forms. 


(pp. 1-287 and index). Price: 21s. 


~ 
This book is a very useful addition to the 
Australian literature on the subject of 
Bankruptey Law and Practice. It should 
command a strong appeal amongst not only 
accountancy students, but accountants 
whose practices.include the administration 
of estates under the Bankruptey Act. 


N. 8. YOUNG. 


The Company Secretary’s Guide (Queensland). By R. K. Yorston anv S. R. Browy, 
Pp. 316. (Our copy from The Law Book Company of Australasia Pty. Ltd.). 
a 


‘*The Company Seeretary’s Guide 
(Queensland) ”’ recently published by The 
Law Book Company of Australasia Pty. 
Ltd. will probably be of extreme assistance 
to company secretaries in particular, and 
to accountants in general. The authors 
have examined in a very clear and concise 
manner the Queensland Companies Act of 
1931 as amended by an amendment act of 
1942. This book is a natural companion 
to a previous book by the same authors, 
entitled ‘‘The Company Secretary’s Guide 
(N.S.W.)’’. Those sitting for Secretarial 
examinations will also find this book very 
useful for quick reference to matters upon 
which some doubt may exist. 

The authors deserve commendation for 
the planned and logical way in which they 
have approached their subject. 

The first Chapter entitled ‘‘ Reminders 
as to Statutory Duties’’ considers the 
various duties placed upon a company and 
its officers by the Queensland Companies 
Act. For speedy reference the various 
matters have been arranged alphabetically, 
and the subject matter under each topic 
is dealt with in a concise but full manner. 
Though Chapters two, three and four will 
be of prime interest to secretarial students 
there is no doubt that they contain matter 
to which every secretary and accountant 
must resort on some occasion. These 
Chapters cover respectively — ‘‘Specimen 
resolutions for meetings of Directors and 


Shareholders’’, ‘‘Definition of Secre 
and ‘‘Company Documents 


of 
tarial Terms’’ 
and Reeords’’. 

Chapter six is devoted to a consideration 
of the detailed listing requirements as pre 
scribed by the Australian Associated Stock 
Exchanges. 

A significant inclusion in a Secretarial 
book is Chapter seven which deals with the 
published accounts of companies. Th 
authors have undoubtedly realized the im 
portant part which the secretary can play 
in the proper presentation of operating and 
financial statements. This chapter dis 
cusses the recent recommendations 
accounting principles issued by the Insti 
tute of Chartered Accountants in Australia 
and also discusses the report of the Cohen 
Committee which suggested avenues for 
improvement in the English Companies 
Act. A specimen Balance Sheet is al 
given with special annotations., The tt 
maining Chapters relate to Secretaria 
Programmes to the mechanization of the 
Register of Members, and to the forms and 
fees associated with the registration d 
companies. 

The authors have succeeded admirably 
in presenting a book which will be d 
particular value and assistance to secretar 
ies, accountants and secretarial students 
resident in Queensland. 


ALBERT A. PITras). 
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Balance Sheet Values: The Limitations of Industrial Accounting. Fourth Edition. 


P. D. Leake; 1947. 
Australian price: 12s. 3d. 
Pty. Ltd.). 


Accountants throughout the English- 
speaking world are familiar with the con- 
tribution made by Mr. Leake to the study 


of goodwill valuation, through his develop-. 


ment of the concept of goodwill as the 
present value of expected super-profit, and 
with his thesis that other methods of valu- 
ation tend to overstate goodwill values and 
so to inflate industrial capitals. Whether 
one accepts the theory or not, its develop- 
ment has exercised a striking influence on 
accounting thought. 

In this stimulating little volume, Mr. 
Leake examines the question of the proper 
basis of balance-sheet values of all assets 
and liabilities—tangible as well as intan- 
gible. His carefully reasoned analysis leads 
to the conclusions that the underlying 
principle of valuation of material assets is 
historical cost to the present owner; and 
that, so far as non-material assets (ex- 
changeable values of rights to intangibles) 
are coneerned, ‘‘there are, and can be, no 
logical accounting rules capable of being 
applied to the task of estimating their 
value at the end of any accounting period’’. 

Of particular interest is his argument 
that industrial accounting is the science of 
recording the ‘‘history of profit-seeking 
transactions in useful services and tangible 
things .. . and of measuring the resulting 
plus—i.e. profit—and minus—i.e. loss over 
some definite accounting period’’. This 
being so, and intangibles being incapable of 
precise measurement by logical accounting 


rules, he urges that values of intangibles 
should be ‘‘banished from the industrial 


London: Gee and Company (Publishers) Ltd. pp. xi + 75. 
(Our copy from The Law Book Co. of Australasia 












balance sheet, and from the fixed share 
capital of a company’’. This he would en- 
sure by amendment of company law to pro- 
vide, inter alia, that ‘‘consideration passing 
to vendors of goodwill, trade-marks, trade 
names, patent rights, copyrights and other 
intangible monopolies of whatever kind 
shall not form part of the fixed share 
capital of a joint-stock company, but that 
any such consideration may be raised by a 
premium in the issue of shares of fixed 
amount, or by the issue of participating 
shares no-par value, either free to the ven- 
dor, or to be publie at an offered price on 
the market’’. The proposal is revolution- 
ary, but not necessarily impossible or un- 
desirable on. that account: it, and indeed 
the whole of Mr. Leake’s discussion, 
deserves the thoughtful study for which he 
pleads. The difficulty is that most account- 
ants are too busy in the practice of the art 
of accounting to be able to spare the time 
for research in the science of 
accounting. In common with most other 
thoughtful accountants, Mr. Leake points 
the way to solution of this problem. ‘‘The 
science of accounting’’, he says ‘‘is still in 
its infancy, and it is capable of very great 
development. There can be no doubt that 
systematic study and investigation by 
qualified pioneers and original thinkers 
will be well rewarded: it seems likely that 
it. the near future Chairs of Accounting 
will be established and maintained in our 
Universities and other seats of learning’’. 


necessary 


A. A. F. 
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SECTION 


Edited by O. R. MacDona.p, A.1.c.A. 


INTERPRETATION OF BUSINESS RATIOS 


by 


A. J. CRUIKSHANK, DIP. COM., A.I.C.A., A.C,I.S. 


Balance Sheet Ratios are employed by 
proprietors, creditors and financial experts 
to reduce the mass of figures shown in a 
firm’s Balance Sheet to intelligible and 
useful data. Such calculations are essential 
if the investigator is to interpret the 


changes which are taking place in the 
financial structure of the firm concerned. 
RECONSTRUCTION OF THE BALANCE SHEET. 
Before the relationships can be calcu- 
lated, however, it is necessary to emphasize 


two important points. First, the Balance 
Sheet must be constructed, or, if necessary, 
reconstructed, in a standard form, and, 
where a series of Balance Sheets is con- 
cerned, each Balance Sheet must be pre- 
pared in exactly the same way. Other. 
wise, of course, the comparisons will be 
useless. The following pro forma Balance 
Sheet, based on Goldberg! is suggested 
as a suitable type: 


BALANCE SHEET. 


AS AT 


EQUuITIES 


Current (including Accrued) 

Deferred 

Proprietorship (including 
Reserves, and Provisions 
except those for specific 
purposes ) 


Second, no ratio can be taken as the sole 
eriterion of the financial structure of a 
business. Ratios may be compared to the 
colours of a painting. Just as each colour 
helps to interpret the beauty of a painting, 
so does each ratio assist in constructing 
the financial picture of a business. If a 
true and balanced statement is to be pre- 
pared, it is, therefore, essential to consider 
them collectively. 


CLASSIFICATION OF RATIOS. 


Balance Sheet Ratios are expressions of 
the relationships which exist between 
various groups of Assets and Ratios. The 
relationships are expressed in percentage 
form in each case, using the second of the 
two groups ‘named as the base for calcula- 
tions. The relationships are expressed in 


ASSETS 


Current: 
Liquid 
Circulating 
Fixed Tangible 
Fixed Intangible 
Deterred Expense and 
Accrued Income. 
percentages in order to reduce them to a 
convenient standard. 
They 
follows: 
(a) 
(b) 
(¢) 
(d) 


may therefore be classified as 


Working Capital (Cy) ; 
Total Assets Group (A7) ; 
Total Equities Group (Er) ; 
Miscellaneous. 

Working Capital. 

This is not a true ratio although from 
the managerial point of view it is perhaps 
the most important relationship of all. 
Working Capital is simply the surplus of 
Current Assets over Current Equities, and 
represents the funds available to conduct 
operations. It may bé represented briefly 
by: 


1L. Goldberg: ‘‘A Philosophy of Accounting’’. 
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Cy = A — E 
where Cy Working Capital 
A, = Current Assets 
) —_— 
Eoy ak 
The unused portion of a continuous over- 
draft may be treated as part of the Work- 
ing Capital if desired. The information 
revealed by the Working Capital is supple- 
mented by the Current Assets Ratio, 
namely, 


Current Equities 


100 Acuy 


where Rpg = Current Assets Ratio 

This ratio indicates the ‘‘liquidity’’ of 
the business, i.e., the extent to which the 
Current Equities are covered by the Cur- 
rent Assets. What this ratio should be 
will vary with the nature of the business 
but, generally speaking, it should lie be- 
tween 200% and 300%, ie., the Current 
Assets should be twice to three times the 
Current Equities. 

If the Working Capital is shown to be 
insufficient, the management may remedy 
the position by: 

(a) Introducing more Capital; 

(b) Raising a Loan on Mortgage ; 
Converting some Fixed Assets to 
Liquid Assets ; 

Using a combination of 
remedies. 


these 


Total Assets Group. 

These Ratios reveal the relationship be- 
tween each Asset group and the Total 
Assets shown in the Balance Sheet. They 
comprise : 

(i) Current Assets to Total Assets; 

(ii) Fixed Assets to Total Assets; 

(iii) Intangible Assets to Total Assets ; 

(iv) Stock to Total Assets. 

The percentage figures for each group 
(based on total assets) should be within 
certain maxima and minima, the limits 
depending upon the managerial policy, the 
type of business, and the ratios for the 
“standard firm’’ in that line of business. 
If the actual percentages lie outside these 
limits the business should consider the 
desirability of reconstructing the Assets 
groups to bring the figures inside the 
boundaries. 
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Total Equities Group of Ratios. 

This group of Ratios determines the 
relationship between each Equity and the 
Total Equities shown in the Balance Sheet. 
They include : 

(i) Current Equities to Total Equities ; 
(ii) Deferred Equities to Total Equities ; 
(iii) Proprietorship to Total Equities. 
Here again each percentage should be 

within certain defined limits, determined 
by the same factors as those controlling the 
‘Total Assets Group’’ of Ratios. 


Miscellaneous Ratio Group. 


This group includes all Ratios other than 
those already dealt with. It includes the 
most important ratios, i.e., those based 
upon the relationships between groups of 
assets and groups of equities. The list is 
as follows: 

(i) Cash to Current Equities; 

(ii) Fixed Assets to Proprietorship ; 

(iii) Surplus to Total Assets; 

(iv) Profit to Proprietorship. 

Cash to Current Equities. 

This is known as the Quick Asset Ratio 
and is intended to show the amount of 
cash available to meet immediate Equities. 
In brief, it may be stated as follows: 


100C 


E, 


Quick Asset Ratio. 


I 


where R, 


Cash, including all ready 
money. 
Current Equities. 


The limits for the average business 

should lie between 25% and 33-1/3%. 
Fixed Assets to Proprietorship. 

This ratio gives an indication of the 
tendency of the management to have too 
much of its capital in fixed assets. As a 
result the firm must rely upon the outside 
finance—bank overdraft, trade and loan 
ereditors—for its working capital. This 
means that, in order to meet its current 
equities promptly, the firm must engage in 
profitable trading, adopt an efficient debt 
collection policy, combined with a quick 
turnover of stock. 

On the other hand, if the ratio is too 
low, the firm may have idle working capital 
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which could be used to extend the fixed 
assets and thus increase the earning capa- 
city of the business. 

Surplus to Total Assets. 

The term ‘‘surplus’’ is used here to indi- 
cate the amount of profit retained in the 
business each year. The greater percen- 
tage of such retained profits, the higher is 
the degree of ‘‘conservatism’’ in the oper- 
ation of the company. A certain percentage 
of such surplus is usually found in the 
increase in total assets from year to year 
and this ratio is designed to indicate this 
relationship. 

If the ratio falls below this limit it would 
seem that the firm is distributing too much 
of its profit and hence is not retaining 
enough to enable it to maintain its oper- 
ations. 

Conversely, if the ratio is too high it 
would seem that the firm is retaining more 
of its surplus than it actually needs to 
carry on its operations. 

In the first case, managerial policy or the 
distribution of profits will need revision, 
while in the second case it will need to be 
liberalised. 

Profit to Proprietorship. 

From the point of view of the owner, 
this is possibly the most interesting ratio 
of all, since it is the measure of the ability 
of the business to earn profits. It expresses 
briefly the relationship between the profit 
earned and the capital invested, the risk 


SOME NOTES ON 
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undertaken and the efficiency of the organi- 
sation. 


In the case of sole traders and companies, 
the term ‘‘net profit’’ usually includes both 
the interest on capital and the ‘‘absolute 
profit’’ resulting from the risk undertaken 
by the enterpreneur. In _ partnerships, 
where interest on capital may be charged, 
the net profit subsequently shown is the 
‘‘absolute profit’’ resulting from the oper- 
ations of the business. 

However, the ratio is taken on the usual 
basis of ‘‘net profits’’, so that it is ex- 
pressed by: 


100NP 
R = — 
pp C 
where Rop = Ratio of Profits to 
Capital. 
NP = Net Profits. 
C = Capital Invested. 


The Ratio will therefore show the return 
on the investment made, and, by compari- 
son with the ratio shown by similar busi- 
nesses, it is possible to determine whether 
the business is doing as well as the ‘‘aver- 
age’’ firm or not. Further, by comparing 
this ratio with average return on the invest- 
ment of a similar amount of capital in 
other directions, the return on the risk 
undertaken ean be determined. In this 
way, the wisdom of continuing the present 
policy of the business can be readily inves- 
tigated. 


TOTAL ACCOUNTS 


by 
O. R. MacDona.p. 


At a comparatively early stage in the 
evolution of accounting it became the prac- 
tice with trading concerns to divide the 
ledger into several parts, the most common 
example being the opening of separate 
books to record transactions with debtors 
and ereditors. If the accounts were so 
numerous as to render the books too cum- 
bersome, or if there were other reasons to 
warrant it, the accounts were divided 
among a number of books, so that, for 
example, the Debtors’ Ledger was replaced 
by several Ledgers, based on alphabetical, 
geographical, departmental or other divis- 
ions of the accounts. With these divisions 
and sub-divisions of the ledger, the desir- 


ability of being able to balance each ledger 
separately caused the introduction of a 
system of summarizing the transactions, 


usually on a sheet at the front or back of 
the ledger, entries to this summary being 


made at monthly or other intervals. 


It was found that such summarizing was 
facilitated by the use of cash books, sales 
number of 
columns, thereby enabling the necessary 
dissection to be made for posting totals for 
the period to the summary or total accounts 
Usually, postings were 
made direct from cash book, etce., to the 
summary accounts, but sometimes Transfer 
Journals or Summary Books were used for 


journals, ete., containing a 


in each ledger. 
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the purpose of assembling and grouping 
the data for posting to the summary 
accounts in the ledgers. 

If, on taking out a list of balances in any 
ledger, for example, Debtors’ Ledger for 
accounts of debtors whose surnames com- 
menced with the letters A to G, it was 
found that the total agreed with the balance 
of the summary account, it could be 
assumed that, subject to compensating 
errors in amounts entered, or entries to the 
wrong accounts, the ledger had been cor- 
rectly posted for the period which had 
elapsed since the opening of the books, the 
last balance date, or the last extraction of 
a trial balance. Hence the somewhat am- 
biguous term ‘‘self-balancing’’ came to be 
applied to such a ledger. This meant only 
that the ledger could be balanced in itself 
without reference to other ledgers, not that 
it automatically balanced itself and thereby 
saved the book-keeper hours of checking. 

Entries in the summary account were 
usually entered on the side opposite from 
that on, which the details were posted to 
the individual accounts, thus in a debtors’ 
ledger total sales for the month were 
credited to the summary account and cash 
received debited. The double entry was 
thereby obtained within the covers of the 
book, and a list of all balances abstracted 
from the book should have had equal totals 
for its debit and credit columns. 

It was felt that it was necessary to have 
the private or general ledger also placed 
on a ‘‘self-balanecing’’ footing. This was 
effected by having summary accounts for 
debtors and ereditors in the general ledger 
which would correspond exactly with the 
summary accounts in debtors’ and credi- 
tors’ ledgers, but the entries would be 
reversed, thus, in the summary for the 
debtors’ ledger in the general ledger sales 
would be debited and eash received would 
be credited. The general ledger now con- 
tained within its cover the means of taking 
out a trial balance. 

The titles ‘‘Private’’ and ‘‘General’’ 
when applied to a ledger are frequently 
synonymous, and refer to the ledger which 
contains the nominal accounts and the 
accounts of the various classes of assets, 
liabilities and capital. A division is how- 
ever, sometimes made as between ‘‘private’’ 
and ‘‘general’’, in which case the private 
ledger will usually contain all proprietor- 
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, 
ship accounts—Capital, Profit and Loss, 
Reserves and Appropriations —and any 
accounts which are regarded as of a con- 
fidential nature. In this article, the term 
‘*General Ledger’’ embraces private as well 
as other accounts. 

The foregoing remarks have been pre- 
sented in the past tense, as giving roughly 
the history of the evolution of the ‘‘self- 
balancing’’ system of ledger control in the 
days when book-keepers had to exercise 
their ingenuity to devise methods of time- 
saving, and such book-keeping text-books 
as were in existence were concerned merely 
with the rudiments of the art. 

With the development of accountancy 
many variations and refinements have been 
introduced into sectional ledger systems, 
particularly with the introduction of card 
and loose-leaf ledgers and, later, the adop- 
tion of mechanized forms of accounting, 
but the basic principle has been maintained, 
viz., that each ledger must contain within 
itself all the details necessary for it to be 
balanced without recourse to other ledgers. 

A common practice, particularly where 
the business is relatively small and one 
book-keeper enters all ledgers, is to dispense 
with summary accounts in debtors’ and 
creditors’ ledgers and to have such accounts 
only in the general ledger. This means 
triple, instead of quadruple, posting and 
may puzzle the beginner as appearing to 
be a departure from the golden rule that 
every debit must have its credit. Such an 
apparent disregard of that axiom is most 
noticeable with postings from the general 
journal. The student should realize that to 
fulfil the requirements of double entry 
there should also be summary accounts in 
the debtors’ and creditors’ ledgers and that 
all items debited to the account in the 
general ledger should also be credited to 
the accounts in the debtors’ or creditors’ 
ledger, and vice versa. What the book- 
kecper does, in effect, is to use the one sum- 
mary account for general ledger and 
debtors’ ledger, and he switches the balance 
of that account from the debit to the credit 
side for the purpose of completing the 
trial balance extracted from the debtors’ 
ledger. Many examination questions have 
been based on this form of self-balancing 
ledger, that is, with total accounts for 
elebtors and creditors in general ledger 
only. 
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summary or total accounts are 
sometimes referred to as adjustment 
accounts—‘‘ Debtors’ Ledger Adjustment 
Account’’, ‘‘Creditors’ Ledger Adjustment 
Account’’,—and until comparatively re- 
cently such titles were adopted almost 
generally. The term ‘‘adjustment’’, how- 
ever, is inappropriate, for the accounts are 
not used, in themselves, for the purpose of 
making adjustments. Any adjustments 
that appear must also be made in the indi- 
vidual or personal accounts and in any 
nominal accounts concerned. Latterly, 
there has been a tendency to favour the 
term ‘‘Control Account’’ instead of ‘‘Ad- 
justment Account’’. It might be questioned 
if this is much of an improvement. The 
word ‘‘control’’, now-a-days, has a variety 
of meanings, but in its original meaning in 
the English language, a meaning which is 
preserved in modern French, its applica- 
tion to the type of account in question is 
not unsuitable. ‘‘ ‘To control’ means in 
English not merely to check, to verify (this 
is the old sense, now smothered or out- 
grown by the new one), but to dominate, 
to command, to direct. Contréler, in 
French (from contre-réle, revised copy), 
means only to exercise supervision (i.e., to 
verify), at the utmost to have means of 
If the meaning of ‘‘control’’ 


The 


restraint.’’ } 





To Balance: 
Debits 
Less Credits 


July 1 





An alternate method is to transfer, by 
Journal entry, the total of credit balances 
in debtors’ ledger to Total Creditors’ 
Account and total of debit balances in 
creditors’ ledger to Total Debtors’ Account. 
These transfers would be made as at 
closing date of period and the entries would 
be reversed as at first day of new period. 
Whatever method is adopted in the books 
of account to record debtors’ ledger credit 
balances and creditors’ ledger debit bal- 
ances, in the balance sheet the amount 
for sundry debtors should be the totals 
of the debit balances in both Debtors’ 
and Creditors’ Ledgers, and the: amount 


for sundry creditors should be the 
totals of the credit balances in both 
ledgers. It may be objected that these bal- 
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is limited to ‘‘check’’ or ‘‘verify’’, its use 
in relation to this type of account has much 
justification. The terms ‘‘Total Debtors’’, 
‘‘Debtors’ Summary’’, or even the mere 
description ‘‘Trade Debtors’’, are now 
sometimes used to designate these types of 
accounts, and they are quite satisfactory. 










To prove the accuracy of the Total 
Account it is necessary to take out a 
schedule of balances in the ledger of which 
it summarizes the transactions for the 

























































period. The difference between the debit P 
and eredit balances should equal the bal- 
ance shown in the total account. It might 
be supposed that the debtors’ ledger would é 
have no credit balances and the credit led- i 
ger no debit balances, but in practice they i 
frequently do. Thesg may be brought about t! 
by returns and allowances, overpayments, f 
pre-payments, and a variety of causes. el 
Howsoever caused, a credit balance in a a 
debtors’ ledger is just as much a liability sl 
as the credit balances in the creditors’ pl 
ledger. Therefore, when bringing down C0 
the balance in the total account it is a good ac 
idea to bring down totals of debit balances Ww. 
and eredit balances separately or to show ul 
total debits less total credits. Thus the ot! 
balance of Total Debtors’ Account, brought tu 
down on the debit side could be shown: wi 
of 
Re 
£10,807 18 0O the 
118 9 O wil 
£10,689 9 O tot 
ances which appear on the ‘‘wrong side” § 1% 
of the ledger are usually so small as not yp 
to call for any consideration, and that the Lec 
net balance in, say, the creditors’ ledger, acct 
is so near to the true figure of the concern’s the 
liabilities as not to matter. The balance Con 
sheet should, however, record facts, and to ate ; 
show a net balance in sundry creditors’ Hj *¢ 
account is to understate a liability. If you full 
owe £1,000 to A and you have made a loan 
advance payment of £100 to B your lia debe 
bility to A is still £1,000 ;- you cannot offset ete., 
the £100 paid to B against it in listing vide 
your liabilities, although you may do soi "Ce! 
arriving at your capital. divic 
Occasionally it will be found that credit tails 
balances in debtors’ ledger or debit bal- dend 
ances in ereditors’ ledger are sufficiently gi 
ca 
item 
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large to cause the ratio of current assets to 
eurrent liabilities to be incorrectly stated 
unless the necessary adjustment is made. 


OTHER ToTaL ACCOUNTS. 

Total or Control accounts are most 
commonly associated with debtors and 
ereditors, but actually many of the items 
which appear in a balance sheet are 
total accounts, the details being recorded 
in other ledgers or registers. 

The amounts relating to the capital of 
a company, showing issued capital, amounts 
paid on shares, the division into ordinary, 
preference and other classes of shares, etc., 
are the totals, the details of which appear 
in the Share Registers. Any transactions 
involving issue of shares, making of calls, 
the receipt of moneys from shareholders, 
forfeiture of shares, repayment of capital, 
ete, will be shown in the individual 
accounts of the shareholders involved, and 
should agree in total with the general or 
private ledger figures. The registers will 
contain other information, 
addresses of shareholders, memoranda as to 
where dividends are to be paid, and partic- 
ulars of transfers from one person to an- 
other. Where a company has issued deben- 
tures there will be a Debenture Register in 
which will be recorded much the same type 
of particulars as will be found in the Share 
Register. <A list of balances extracted from 
these registers should at all times agree 
with the ledger accounts, which are the 
total or control accounts. 

An investment company or a business or 
institution having investments of various 
types will have an Investment or Securities 
Ledger. In this there will be separate 
accounts for each type of investment. If 
the concern subscribes to a number of 
Commonwealth Government Loans a separ- 
ate account will be kept for each loan. The 
account in the Investment Ledger will have 
full details, such as, with interest-bearing 
loans, the face value of stock, bonds or 
debentures, rate of interest, maturity date, 
éte., and, frequently columns will be pro- 
vided for the recording of the interest 
receivable and received. Similarly with 
dividend-producing investments, full de- 
tails as to numbers of shares, rate of divi- 
dend (if preference shares), and all other 
relevant data will be inserted on the page 
or card in the ledger. The general ledger 


item ‘‘Investments’’ is a control or total 
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account, which must agree in total with a 
schedule of balances abstracted from the 
investment ledger. The balance sheet will 
usually show separately the values of 
groups of different forms of investments, 
such as Commonwealth Government Loans, 
Debentures, Shares in companies, and the 
investment ledger will be correspondingly 
sub-divided so as to permit of sectional 
balancing in harmony with the desired 
classification. 

Bills Payable and Bills Receivable 
accounts in the ledger are the total accounts 
of items comprised in the Bill Books. In 
the latter would be recorded dates of 
maturity and (with Bills Receivable) the 
necessary particulars if any were dis- 
counted or otherwise disposed of. Sched- 
ules of unmatured bills the amounts of 
which are still to be paid or received should 
agree with the ledger accounts. 

Plant and Machinery ledgers or registers 
are made up of the details of items of 
which the ledger account is but a sum- 
mary. The page or card for each item will 
contain all the information regarded as 
necessary in the circumstances, and in 
particular should show cost and depreci- 
ation. A schedule of the items at written- 
down value should agree with the total 
account—the ledger item. The same applies 
to registers of equipment, furniture, motor 
vehicles and the like. 

If there are several buildings or blocks 
of land owned by a concern, whether used 
in the business or used for the purpose 
of producing income froin rents, a separ- 
ate ledger or register is desirable. In this 
full details will be contained of each pro- 
perty, and the general ledger Account can 
be merely a total account, agreeing in 
value with the total of the balances ex- 
tracted from the property ledger. 

Even with intangible assets such as trade 
marks, patents, ete., it may be desirable 
to have separate ledgers to record the 
details. 

The general ledger is, in fact as regards 
assets, liabilities and proprietors’ funds, a 
series of summary, total, or control 
accounts, the details of most of which are 
contained elsewhere, and which should 
agree at all times in value with schedules 
of balances extracted from the books re- 
cording them in detail. It is an advantage 
to avoid having too much detail and too 
many accounts in the general ledger. 
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LEGAL SECTION 


Edited by M. C. TENIsON Woops, LL.B. 


DISPOSITION OF 
WINDING-UP 


Section 173 of the Companies Act 1929 
(Eng.) provides that ‘‘In a winding-up by 
the Court, any disposition of the property 
of the company . . . made after the com- 
mencement of the winding-up, shall, unless 
the Court otherwise orders, be void’’. 


On 11 November, 1947, a petition for 
the winding-up of a company was pre- 
sented and the hearing was subsequently 
adjoufned and further adjourned, finally, 
on 19 January, 1948, again being adjourned 
for four weeks. Later on 19 January, an 
application was made for an order under 
the above section 173 that certain disposi- 
tions of the property of the company made 
on 12 November, 1947, be not void. The 
Court held that, although if a winding-up 
order were made, the date of the commence- 
ment of the winding-up would be the date 
of the presentation of the petition, it could 
not be said that a winding-up was in pro- 
gress on 19 January, because the petition 
might ultimately be dismissed or with- 
drawn, and, consequently, the Court had 
no jurisdiction to make an order under the 
said s. 173. Re Miles Aircraft Ltd. (Appli- 
cation of Barclay’s Bank Ltd. and Erlan- 
gers Ltd.), [1948] 1 All E.R. 225. 


After traversing the facts and the history 
of section 173, Vasey J. said: 


PROPERTY MADE AFTER 


THE COMMENCEMENT OF 


OF COMPANY. 


‘‘In my judgment, the object of the 
section, both in its original and in its 
present form, is that, if a winding-up 
order is made, any transaction which 
has been entered into since the com- 
mencement of the winding-up—which 
in the present case would be the date 
of the presentation of the petition— 
is subject to review by the liquidator. 
If that be the true object of the section, 
I have great difficulty in seeing how I 
have jurisdiction to adjudicate on 
what must be an incomplete know- 
ledge of the facts. It is not right that 
I should anticipate the performance 
of his duty by the liquidator, if a 
liquidator is subsequently appointed, 
and it seems to me that to attempt to 
deal with the matter, not only by 
implication, but also entirely condi- 


tionally, is something which the section 


does not enable me to do. If there is 
never a winding-up, my order would 
be without operation. It would be 
completely otiose if the petition now 
before me is ultimately dismissed or 
withdrawn, but, if the petition results 
in the making of a winding-up order, 
it will be, I think-for the liquidator to 
deal with the matter as he thinks 
proper’’ (p. 226). 


INTENTION OF TESTATOR IN RESPECT OF UNDISCHARGED MORTGAGE 
ON LAND DEVISED. 


Section 35 of the Administration and 
Probate Act, 1928 (Vict.), which was intro- 
duced into Victoria in 1905, provides that 
where a person by his will disposes of an 
interest in property which at the time of 
his death is charged with the payment of 
money, whether by way of mortgage, charge 
or otherwise, and the deceased ‘‘has not 
by will, deed or other document signified 
a contrary or other intention’’ the interest 
so charged shall, as between the different 
persons claiming through the deceased, be 
primarily liable for the payment of the 
charge. 


A testatrix by her will specifically 
devised certain real property, which was 
subject to an undischarged mortgage, and 
disposed of the residue of her estate subject 
to the payment of ‘‘all my just debts... 
probate duty and estate duty charges... 
and all other charges’’. The Supreme 
Court of Victoria held that the testatrix 
had not by her will signified a contrary or 
other intention, within the meaning of the 
above section 35, so as to authorise or 
require that the mortgage debt be paid out 
of residue. Mr. Justice Fullagar con- 
sidered that the words ‘‘all other charges” 
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were not sufficient to require payment out 
of residue of a debt owing on a mortgage of 
property specifically given. To hold that 
they were would, he considered, give them 
an altogether unnatural meaning. The 
words must be read in their context; the 
testatrix had already mentioned probate 
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and estate duty, and ‘‘all other charges’’ 
in this context means simply any other 
expenses which might have to be paid in 

In the Will 
[1948] V.L.R. 


due course of administration. 
of Fishe a Fishe Pr VV. Fisher. 


5. 


POWER 
OWN 


HELD UNDER 


FOR SHAREBROKER’S 


PURPOSES. 


Dr. and Mrs. Tobin went to England in 
1929. They gave powers of attorney in 
identical terms to one H. W. Hodgetts, a 
sharebroker, which conferred upon him 
powers of dealing with securities and in- 
vestments. Hodgetts sold and bought 
shares for them, advanced money for this 
purpose, and allowed Dr. Tobin to draw 
moneys on his agents in London. During 
the greater part of the relevant period Dr. 
and Mrs. Tobin were overdrawn, but in 
1943 and thereafter had a credit of over 
£3,000 to their account with Hodgetts. In 
July, 1943, Hodgetts, without the know- 
ledge of Dr. and Mrs. Tobin, pledged cer- 
tain shares belonging to them, together 
with other shares (as to the ownership of 
which there was no evidence), with the 
respondent Broadbent, another stockbroker. 
The shares were pledged as security for a 
loan of £1,500 made to Hodgetts. It was 
not disputed that the respondent dealt 
with Hodgetts bona fide. Hodgetts did not 
profess to act as agent for Dr. and Mrs. 
Tobin in this transaction. Hodgetts applied 
the £1,500 to his own purposes. There was 
no evidence as to whether he used the 
money in his business or spent it otherwise. 
In 1945 Hodgetts became bankrupt and 
there was a large deficiency in his accounts. 


QUESTION OF ‘“‘HARDSHIP”’ 
OF PREMISES IN RESPECT 
PROFIT 


The owner Of certain property applied, 
under the Landlord and Tenant Regula- 
tions, to a Court of Petty Sessions at 
Prahran, Victoria, for an order for posses- 
sion of such property on the ground that 
she reasonably required it for her own use. 
The property in question consisted of large 
premises in which a number of lodgers 


WHERE 
WHICH 
FROM LODGERS. 


OF 


Dr. and Mrs. Tobin became aware of the 
transaction with Broadbent only after the 
bankruptey. They claimed the shares from 
Broadbent, and upon his refusal to deliver 
up the serip instituted an action in the 
Supreme Court of South Australia for the 
recovery of the scrip. That Court found 
in favour of the defendant, basing its judg- 
ment upon the terms of the power of attor- 
ney, construed in the light of a custom or 
practice which, the Court held, existed 
among brokers. According to this practice, 
a broker who had possession of securities 
belonging to a customer had authority to 
pledge them for the purposes of the 
broker’s own business. On appeal, the 
High Court held that there was no evidence 
of such a practice; that power for the 
broker to pledge scrip for his own purposes 
was not authorised by the power of attor- 
ney ; that Broadbent had on the face of the 
transfer notice of the actual authority; 
and that there was no representation on 
the part of the claimants which would 
entitle Broadbent to assume that the loan 
was required for the claimants, and no cir- 
cumstances which would create an estoppel 
as against the claimants. and that, accord- 
ingly, they were entitled to recover the 
scrip. Tobin v. Broadbent, {1948} A.L.R. 
25. 


POSSESSION IS SOUGHT 
TENANT IS MAKING A 


resided which the tenant had purchased 
some time previously as a going concern, 
and on which she had spent substantial 
sums of money. 

The owner lived in a flat in which two 
married daughters and their families also 
lived, and which would provide increas- 
ingly inadequate accommodation, she 
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claimed, owing to her own ill-health and 
the need for nursing attendance. The 
Magistrate refused the application for pos- 
session, and an order nisi to review the 
refusal was obtained by the owner. The 
order nisi on coming on for hearing before 
Fullagar J. was referred by him to the 
Full Court. The order nisi was obtained 
on two grounds, namely, (1) there was no 
evidence that any hardship would be caused 
to the lessee if the relief sought by the 
lessor had been granted; and (2) on the 
evidence the decision of the police magis- 
trate was unreasonable. 

The Full Court held that in the circum- 
stances of this particular case the question 
of the probable financial loss to the tenant 
if an order was made was relevant, and 
was properly considered, and that there- 
fore the first ground of the order nisi 
failed. On the second ground the Court 
held that there was evidence on which the 
police magistrate could come to the decision 
that he did, and that consequently, the 
order nisi failed on that ground also. 
Fenton v. Adams, |1948] V.L.R. 12. 

In the course of its judgment, the Court 
said, at p. 14: 

‘‘In support of the first ground 
{Counsel for the applicant] said this 
Court was bound by expressions of 
opinion of Judges of this Court and of 
the High Court of Justice in England 
to the effect that financial loss or the 
threat of financial loss was not a factor 
to be taken into consideration on the 
question of hardship. 

The first dictum he relied on is 
found in Thompson v. Rolls, {1926} 
2 K.B. 426, at p. 432, where Rowlatt J. 
Says: 

‘It is quite clear that this case is 
outside the mischief which the Rent 
Restriction Acts were intended to 
remedy. It is not a case of an unfor- 
tunate tenant being turned out of the 
only accommodation she can get; it is 
a case of an owner being kept out of 
rooms which the tenant does not want 
herself to occupy, but out of which she 
makes a profit,’ 

and the learned Chief Justice of this 
Court in Wilson v. Halton, [1945] 
V.L.R. 180, at p. 187, in a ease under 
the National Security (Landlord and 
Tenant) Regulations referred with 


approval to what was said by Row. 
latt J. 

We see no reason to doubt that the 
language used by both these learned 
judges was appropriate to the cases 
with which they were dealing but we 
think that those dicta are not intended 
to and do not constitute a compre- 
hensive exposition of the scope and 
meaning of the Landlord and Tenant 
Regulations. To ascertain these the 
whole of the Regulations must be con- 
sidered. It is to be observed in the 
first place that the provisions of regu- 
lation 58 (5) contain many grounds 
which are not necessarily concerned 
with the personal occupation of the 
tenant and that the proceeding for the 
recovery of the premises is common to 
them all. In the next place, regula- 
tion 58 (5) (2), on which the claim for 
possession in this case is based, con- 
templates that the premises sought to 
be recovered may be either a dwelling- 
house or premises which are not a 
dwelling-house, and in the latter case 
that they may be used in a trade, pro- 
fession, calling or occupation. 

Moreover in regulation 8 ‘dwelling. 
house’ is defined to inelude the 
premises of any lodging-house or 
boarding-house. These references indi- 
cate that a Court may and often will 
be dealing with premises which contain 
businesses in which the course which 
the Court is asked to take may have 
financial implications. 

Regulation 63 is applicable to any 
proceedings under regulation 58, and 
by it the Court is directed to take into 
consideration in addition to all other 
relevant factors the question of hard- 
ship, consequently the dicta referred 
to are not a complete exposition of 
what the regulation means. It cannot 
be laid down as a matter of law that 
financial loss is not to be considered as 
an element in determining hardship, 
but the weight to be given to such 4 
consideration must depend on the faets 
of each particular case. There may be 
cases where loss or threatened loss of 
monetary return should receive little 
weight as a matter of hardship at all, 
but there may be others where it # 
all important. It is not possible to 
determine the matter in advance.’’ 
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SALE AND PURCHASE OF GOODS IN MARKET OVERT. 


A recent English case raised a point of 
law regarding the sale and purchase of 
goods in market overt which was not, 
according to Humphreys J., covered by 
authority. 

A let a motor-car on hire purchase to B 
who put it up for auction at a public 
market where for eight years motor-cars 
had been sold by public auction to members 
of the public. The bidding did not reach 
the reserve price and the motor-car was 
withdrawn, but, in the course of the same 
market, B sold it privately to C, who had 
been present at the auction, but had made 
no bid, and who bought it in good faith 
and without knowledge of any defect in 
B’s title. C subsequently sold the car to 
D. In an action by A against D for the 
return of the car or damages, the Court 
held that the car was sold to C ‘‘in market 
overt, according to the usage of the 
market’’ within the Sale of Goods Act, 
1893, s. 22 (1), and D, therefore, had 
derived a good title from him, with the 
result that A could not recover. Bishops- 
gate Motor Finance Corporation Ltd. v. 


Transport Brakes Ltd., {1948] 1 All E.R. 
408. 


After fully traversing the facts, Hum- 


phreys J., said: 
‘There is, therefore, no doubt that the 
sale in question took place in a public 
market. It can, I think, hardly be 
disputed that the sale and purchase of 
the car in question, if it had been 
effected by auction, would have been 


a sale in market overt according to 
the usage of the market. There would 
in that event have been present all the 
elements of publicity and open dealing 
by persons of repute to whom recourse 
could be had if required. The only 
substantial point advanced by the 
plaintiffs, it seems to me, is that the 
sale between two private persons was 
not such a sale.’’ 


On this aspect of the matter His Honour 
then referred to the judgment of Black- 
burn J. in Crane v. London Dock Co. 
((1864), 5 B. & §. 313). He then pro- 
ceeded : 


‘*On the whole I think the defendants 
have established that the purchase of 
the car was in market overt. The third 
party bought in a long established 
publie market where, to his knowledge, 
motor-cars had been publicly sold for 
years. He bought a car which had 
been so publicly offered for sale, he 
paid a fair price for the car, and there 
was nothing in the transaction caleu- 
lated to arouse his suspicion. In my 
view the mere fact that his purchase 
was not made through an auctioneer 
did not operate to remove the sale 
from the category of sales in market 
overt so as to prevent his acquiring a 
good title to the car. The defendants, 
who derive their title from the third 
party, are entitled to judgment’’ (p. 
409). 


RESPONSIBILITY FOR NEGLIGENCE OF LOANED SERVANT. 


A loaned servant may be, as to some 
matters, under the control of the borrower, 
though, as to others, he is to exercise the 
discretion entrusted to him by his per- 
manent employers, a discretion vested in 
him because of his employers’ confidence 
in his training, skill and judgment. The 
test is: Who was the person who had the 
tight or power at the moment to control 
the way in which the act involving negli- 
gence was done. McArthur v. Auckland 
Harbour Board and Another, [1948] 
NZ.L.R. 29. 

_ This was an action claiming damages for 
jury against both the Auckland Harbour 


Soard and the Union Steamship Company 
of New Zealand, Ltd. On the evening of 
1 August, 1946, the ship ‘Sannethey’ was 
being loaded with cargo at the Auckland 
wharf. The second defendants, the Union 
Steamship Co. of New Zealand Ltd., were 
the agents for the ship. The ship’s gear 
and an Auckland Harbour Board crane 
were being used for the purpose of loading 
cargo into the same hold. The plaintiff 
was acting as hatchman in connection with 
the operation of the ship’s gear, and, for 
the purpose of performing this duty, he 
was standing on the ship’s deck. He had 
nothing to do with the operations in which 
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the Harbour Board crane was concerned. 
The crane was being driven by a trained 
erane driver, who was a_ permanent 
employee of the Harbour Board. A load 
of wallboard, slung in a sling, was brought 
up off the wharf by means of the crane, 
and, while the wallboard was in the air, it 
slipped from the sling and struck and 
injured the plaintiff. He sued both the 
Harbour Board and the Union Company, 
alleging against each causative negligence 
by persons for whose negligence he alleged 
it was responsible. He claimed that the 


fall of the wallboard was caused by the 
negligent manner in which the sling was 
put round the wallboard by the watersiders, 
or by negligence of the crane-driver, or by 
a combination of the negligence of both. 


The Australian Accountant 
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Assuming the crane-driver to have been 
negligent, which was denied, the Union 
company claimed that the superior who 
should answer for his negligence was the 
Harbour Board, while the Harbour Board 
claimed that this superior was the Union 
Company. 

Judgment was entered for the plaintiff 
against the Union Steam Ship Company 
(as having the right to control the way in 
which the act involving negligence was 
done) for general damages £1,000 and 
certain specified special damages. Judg- 
ment was given for the Harbour Board 
against the Union Steamship Company for 
costs as in the scale, disbursements and 
witnesses’ expenses to be fixed by the 
Registrar. 
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COMMONWEALTH INSTITUTE 
OF ACCOUNTANTS 


VICTORIAN DIVISION. 


The Annual General Meeting of members of the Victorian Division 
was held in the Banquet Hall, at the Victoria Palace, on Wednesday, 
10th Mareh, 1948. 


The Presidential Address. 


In moving the adoption of the annual report, the State President 
(Mr. G. E. Fitzgerald) after reviewing various sections of the report 
said : 

Your Council realises the need for affording members every opport 
their knowledge, training and experience to meet the expanding 
of the profession. The last thirty years or so have seen a § 
nature and extent of the work and responsibilities of Account: 

The manner in which they responded to the various calls made upon them t 
assist industry and the State during the war has been the subjec 
comment not only in Australia, but also in England, America and other countries 

Need for More Informative Financial Stat ents and Rep 

There is now a call to Accountants to assume new responsibilities, 

in solving some of the major social problems of the day by producing more informa 


tive and intelligible financial statements and reports of the results of operations of 
but even more evident in other 


t of favourablk 


and to lend aid 


private enterprise. This is noticeable in Australia 
democratic countries where the accounting literature displays a 
need for investors, employees and others to be supplied with inforn 
provided in the reports published by private enterprise. Demands for the publication 
of more information are being made by both industrial and labour leaders alike. 

In England and America a good deal of thought has been devoted to this problem 
In Australia some improvements in the form of presentation of information have 
been made during recent years, but the general standard of our statement is still 
far behind that of American reports. 

In England the modern tendeney is exemplified in 
to the recommendations of the Institute of Chatered Accountants in England and 
Wales and the Cohen Committee, viz.: 

‘*The time honoured policy of secrecy in connection with the form and presen 
tation of accounts has been abandoned and the new policy is that accounts 
should be a vehicle for conveying information and not concealing it.’’ 

The publication of more informative reports in America appears to have a 
fold objective, viz.: 

(a) To assist in settling the labour-management conflict by making available the 

facts relating to the operations of private enterprise; and 

(b) To forestall and tendency towards government control of business by demon 

strating the benefits received by the community from, and the general efficiency 


realisation of the 
ation not now 


de Paula’s comments relating 


two 


of private business. 
Two examples from America will suffice to illustrate the new 
making available the facts relating to private enterprises. 
In one instance recently a destructive twenty weeks strike was settled after the 


nded an increase 


approach towards 


corporation concerned had changed its President. The union dema 
ef 15 cents an hour. The new President of the Corporation opened its books to 
the union whose accountants produced a picture not so rosy as that visualised by 
the men. The union settled the dispute by aeeepting six additional annual paid 
holidays. Then the union also got a new leader. 

To borrow a quotation from a recent issue of the Journal of Accountaney ‘‘It 
ain’t ignorance that causes so much trouble; it’s folks knowing so much that 
ain’t so’ 

For the other example I refer to the annual reports of the Caterpillar Tractor 
Co.—among the most informative reports in America. <A_ vice-president of that 
Company, explaining the historical backgr@und of its latest reports. relates that 
following the events of the depression and the first strike in the company ’s history 
in 1937, there arose a realization that the annual report could be made to serve a 
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broader purpose than had previously been the case. The 1937 report was therefore 
expanded, and, for the first time addressed to both shareholders and employees alike 
and distributed to every employee of the company. Since then considerable attention 
has been devoted to improving the report to make it ‘‘more intelligible to an 
ordinary citizen who was neither blessed nor handicapped with any special training’’. 

Numerous examples could be cited of the demand for publication of more informa- 
tion. Possibly the most striking emanate from the leaders of big business. A com- 
prehensive research report published. by the American Management Association 
entitled ‘‘Preparation of Company Annual Report’’ stresses the importance of the 
annual report and includes in its introduction this significant quotation from a 
director of a large American Corporation—‘‘ All business in a democratic country 
begins with public permission and exists by public approval’’. 

General acceptance of all the implications of that statement would contribute 
in no small measure towards the settlement of many disputes and controversial 
questions of the day. 

Another executive, director of a large manufacturing enterprise and of the 
Employers’ Association and Chamber of Commerce in his State, whose duties have 
included charge -of labour negotiations since 1941 says: 

‘*We are nearing the period in the development of management-union rela- 
tions where accurate data, presented in understandable form, on production, 
productivity, costs, and many other items will play an important role in 
bargaining. ... Managements position will be strengthened by accurate 
information covering the points that are going to be talked at the conference 
table. In many cases in the past management has under-estimated the need 
for factual data. ... The preparation and certification of such data by 
independent accountants is necessary in order that its acceptance by unions 
will be assured.’’ 

The production of accounting statements, simple in form and couched in non 
technical language that will be understandable to the layman calls for a new approach 
from the Accountant. Suecess in the preparation of such statements will be attained 
only after eareful study of all the developments in England and America in the 
technique of reporting, followed by experimentation with the accounting data of 
the particular businesses concerned. This may prove a lengthy process but the 
results obtained will be worth the effort expended. 

The continuance of our economic prosperity and much of our valued social and 
political freedoms is threatened by industrial conflicts so rife in many countries 
to-day. 

Solutions to these confliets may not easily be found, but I believe the Accountant 
is in a particularly fatourable position to render aid by reason of his insight inte 
many of the problems of private business. The preparation of more informative 
annual reports would no doubt contribute in some degree to the attainment of 
industrial peace, but special assistance in any particular dispute may call for the 
preparation of special statements. If the accountant’s services are to be sought in 
connection with industrial disputes—and evidence is not lacking that thev will be so 
sought—he must be placed in an entirely independent position, charged with the 
responsibility of producing independent, truthful and understandable reports pre 
senting all the financial data needed by both sides. 

The responsibilities attaching to such a position are important but qualified 
accountants are well equipped to discharge them. 

Registration of Accountants. 

Reference to the importance of the Accountant’s responsibilities leads me to 
comment on the necessity for safeguarding the interests of the public by ensuring 
the maintenance of satisfactory standards of competence and professional conduet 
of all accountants both practising and non-practising. 

This matter has been covered by the reports of your General Council in recent 
vears. It was also the subject of comment in the Presidential address delivered 
at Perth in April last. I feel it is so important, not only to the profession, but 
more especially to the general public, that it calls for greater publicity than has 


previously been accorded to it. 

When your General Council decided to seek legal recognition of the services and 
status of qualified accountants it did so after mature consideration and discussion 
with divisional councils. 

The professions of law, medicine, dentistry and architecture have been regulated 
by Acts of Parliament as a matter of public protection. It is considered that the 
importance of the services rendered by accountants justifies similar legislative 
control and recognition. The same conclusion was reached by a select committee 
of the Legislative Assembly in New South Wales thirty-three years ago. 

Registration of Accountants is an atcomplished fact in America, India, South 
Africa, New Zealand and most European countries while in Australia their work 
is subject to partial control by no less than twenty-five State and Federal Acts. 
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None of the Acts cover the profession as a whole, each relates to some phase of 
accountancy only, and some degree of duplication is evident. 

I would like to quote from the report of the select committee of the Legislative 
Assembly in New South Wales to which reference has previously been made. This 
committee was set up ‘‘to enquire into and report upon the profession of Public 
Accountants, their registration and control’’. 

Its report, which might be applied with equal force to non-practising 
practising members, included the following findings: 

‘*Tt (the profession of a Public Accountant) is an important public calling, 
and its importance is sure to grow.’’ 

‘‘The work is sacred and confiential to a degree, and therefore should be 
a field for men of repute and character.’’ 

‘¢*A man who can reach the examination standard now apparently required 
for the profession, must be mentally alert and technically well grounded.’’ 

‘«These are at least seven accountants’ societies in New South Wales. What 
appears to have happened is that when an association has been formed with the 
necessary members, further admission was- arranged to be by examination, and 
this suggested greater difficulties than the joining of another set of men and 
registering as another ‘accountants’ institute’ under the Companies Act.’’ 

‘“*At present there is no legal cognisance—anyone may practise as a public 
accountant, a condition which confuses the varying abilities of individuals 
offering for such work, and must tend to lower the tone of the profession.’’ 

‘<Your committee thinks that this profession should now be given legal status 
under a controlling Board. Vested rights should be respected as far as commen 
surate with the utility of such a measure and the protection of the public. 

Those findings are just as true to-day as they were thirty-three years ago and 
they do not apply only to New South Wales. 

In the last few days there has come to my hands a circular issued 
of Accountants recently formed: in England which is now seeking members in 
Australia through a local representative. The Society’s Council is headed by a 
Founder, who is also the Seeretary—not in an honorary capacity—and six members, 
three of whom apparently do not profess any accountancy qualifications other than 
membership of that society. The cireular extends an invitation to ‘‘experienced 
accountants’’ to submit applications for admission to membership without examin 


as well as 


by a Society 


ation, and includes among other statements the following: 
‘*The society . .. is the only representative of the great body of Commercial 
Accountants. ’’ 
‘*Fellowship may be awarded to those with not less than six years experience 
in responsible Accountancy Posts.’’ 

‘*The conditions of entry have been modified for ex-servicemen and women 
and others whose careers have been interrupted owing to National Service.’’ 
These statements call for little comment except to note that such a society cannot 
offer any services that are not already being rendered in a very satifactory manne 
by other accountancy bodies; except the extremely doubtful privilege of enabling 
some people to acquire initials after their names in the easy way. Perhaps I may 
be pardoned for digressing to say that I should like to assure the business community 
that the large number of ex-service members of this institute have passed through 

the same standard of technical training as other members of our institute. 

Members of the profession know how to assess the ‘‘value’’ of membership 
obtained in the easy way outlined in this circular, but unfortunately many members 
of the public requiring the services of accountants are not in a position to make 
such assessments. 

The scheme of registration advocated by your General Council envisages the 
registration of both practising and non-practising accountants on a Commonwealth 
basis and also seeks to preserve the existing organisation of the profession. 

In view of the extension of the business activities of so many companies and 
firms outside state boundaries and the fact that the work of many accountants is of 
an interstate nature registration on a State basis would not be satisfactory. This 
view is supported by experience in America where many complications still exist 
even after over thirty years experience of registration on a State basis. 

If there are any constitutional difficulties in the way of Commonwealth legislation 
it is considered that the matter is of sufficient national importance to warrant agree 
ment between the Commonwealth and State Governments permitting Commonwealth 
legislation. 

The* need for legislative recognition of the profession has been realised in England 
where the Accountancy bodies joined in initiating a movement for registration. 

The members of these bodies approved the scheme for registration, their represen 
tatives worked in friendly co-operation in the preparation of a draft Bill and in 
clearing up ail the difficulties that had to be overcome, and the agreed draft Bill 
was submitted to the Board of Trade some time ago. These accountancy bodies 
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will continue to maintain their separate entities intact, and all look forward to an 
expansion of membership and extension of services to members. 

Unavoidable delays appear to have arisen owing to a period of extreme pressure 
in the British Parliament and it is thought that some considerable time may elapsx 
before the Government can bring the Bill forward. 

I referred to the view that in Australia registration on a Commonwealth basis 
was necessary. In England the institutes consider it necessary to ensure that their 
members may be ‘‘enabled to look after British interests the world over’’, and that 
reciprocal facilities should be granted to qualified overseas accountants, particularly 
those within the British Commonwealth. The draft Bill provides that any body of 
qualified accountants overseas may apply to be recognised in England, and if suek 
application sueceeds any members of the overseas body desiring to practise is 
England will be allowed to eall themselves Publie Aecountants for that purpose 

Your General Council emphasises that registration is sought solely on the grounds 
of protecting the public from untrained and inexperienced laymen and not as a 
device for creating a professional monopoly. 

Sir Hlarold Howett, ex-President of the Institute of Chartered Accountants 
England and Wales, commenting on the English proposals, says: 

‘‘There are, no doubt, certain risks in bringing any measure before Parlia 
ment, and comments friendly and otherwise, describing the profession as a 
‘closed shop’ must be expected. Any profession, from its very nature, can, in a 
sense, be so described, and we should not be fulfilling our duty to the public 
which is the basic justification for professional status—unless we imposed ve 
strict regulations governing admission to our membership. To weaken thos 
would not be in the public interest.’’ 

I trust that the movement for registration in Australia may soon be advanced 
to the stage reached in the Mother Country, and then pushed on to the final st igre 
with a minimum delay. 

Your General Council would welcome the assistance of other professional bo 


in this matter. 


THE Toast or ‘‘ THE INSTITUTE’’. 
Proposed by Mr. D. C. Mackinnon, President of the Law Institue of Victoria 

Mr. Mackinnon referred to warning of ‘‘ominous rumblings’’ on the other side 
of the world, pointed out that even those who hate war cannot help but realise the 
possibilities of another conflict in the near future, and said that the Commonwealth 
Institute of Accountants could play a big part in a peacetime world. 

He congratulated the Institute on the manner in which the Annual Meeting had 
been organised, and commended also the organising ability of the Council in the 
wider field of accountancy education. He mentioned the Institute Study Groups; 
the close co-operation between the Institute on the one hand and the University 
and the Technical College on the other; and the excellent library of which members 
may make full use. 

RESPONSE—by Mr. E. A. Peverill, F.I.C.A. 

In reply, Mr. E, A. Peverill said that all members were proud of the achievements 
of their Institute and of the far-sighted men who founded it in order to improve the 
knowledge and technique of the profession. What was the objective of a few men 
is now the responsibility of the Institute. Since that time there have been wars and 
depressions, and accounfants have acquitted themselves in a worthy manner in all! 
crises. 

Mr. Peverill stressed the importance which the Institute attaches to the main 
tenance of a high standard of education and professional ethies in the accountaney 
profession. He also emphasised that members have a duty to take full advantage 
of the facilities offered by the Institute. 


THE Toast or ‘‘THE VISITORS’’ 
Proposed by Mr. V. L. Solomon, F.I.C.A. 


Mr. Solomon opened his remarks by pointing out the tone and glamour whiel 
distinguished guests give to a meeting of this kind. Although there was a large 
number of Institute members present, the success of the meeting was enhaneed by 
the presence of representatives of kindred bodies. He welcomed the following guests 
both in their personal capacities and for the bodies which they represented. 

Mr. D. C. Mackinnon (President, Law Institute of Victoria 

Mr. W. 8. Philip (Chairman, Victorian State Council, Institute of Chartered 
Accountants in Australia 

Mr. C. K. Davies (Chairman, Victorian Division, Federal Institute 
Accountants). 
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Mr. W. J. Rose (President, Institute of Industrial Management 

Mr. J. E. Morten (Chairman, Victorian Division, Chartered Institute of 
Secretaries ) 

Mr. C. Villiers (Vice-Président, Australasian Institue of Cost Accountants 

Mr. H. %: Collingwood (Stock Exchange of Meibourn 

Mr. N. C. Westerman (Vie President, Bankers’ Institute of Australia 

Mr. N. FF. MeDonnell (President, Insurance Institute of Victoria 

Mr. R. W. Chenoweth (Deputy Commissioner of Taxation 

Mr. W. II. Tucker (Commonwealth Publie Service Inspector 

Mr. R. R. Lawson (President, Melbourne Junior Chamber of Commerce 

Mr. Hl. P. Henry (Inspector of Secondary Schools, Education Department of 
Victoria 

Mr. T. C. Dickson (Editor, Industrial Australian and Mining Standard 

Mr. J. W. M. Eddy (Finance Editor of ‘‘The Herald’’ 

Response—by Mr. Mr. W. S. Philip, F.C.A. (Aust.)—Chairman Victorian Council, 

Institute of Chartered Accountants in Australia. 

Mr. Philip reealled the beginning of the Victorian Division Library of the Com 
monwealth Institute of Accountants, when Mr. Flack, first Registrar of the Incorpor 
ated Institute of Accountants, on going abroad, was authorized to spend £25 on 
accountancy text-books. He returned with seven books. This was the beginning of 
the finest accountancy library in Australia. 

Mr. Philip then went on to point out how far accounting technique has advanced 
in the last forty years, and how in spite of this fact the accountancy profession 
had not vet received the full recognition due to it, as he felt that it was just as 
important to the community as the medical, legal and other professions. The 
adoption of the remarks of the President (Mr. G. E. Fitzgerald) about registration 
of accountants would help greatly to provide a solution. Mr. Philip quoted an 
instance of a person who, after setting up in practice as a public accountant, had 
failed in the Intermediate examinatiofi of 4n accountancy Institute. He felt sure 
that the Commonwealth Institute would have the full support of the Institute of 
Chartered Accountants in Australia and the Federal Institute in any move to bring 

it registration of ccountaunts, 
led by wishing the Institute every st adding his hope 
continue from strength to strength. 
by Mr. W. J. Rose—President, Institute of igen 
said that he regarded it as an honour, not only to himself, but to the 
ly which he represented, to be present as he felt that the Institute of Industrial 
Management was thus being regarded as an equal with the older established 
Institutes. 

It was the object of his Institute to raise industrial management to the dignity of 
a profession. In Australia the leading men in Industrial Management have come 
from the ranks of accountants rather than, as in U.S.A., from the ranks of engineers, 
and that trend is continuing to-day. ° 

The Institute of Industrial Management aims at avoiding a multiplicity of 
kindred bodies as is the case with accountancy Institutes, but it has much to learn 
from the Commonwealth-wide link-up and State sub-branches of the Commonwealth 
Institute. 


TASMANIAN DIVISION. 


The Twenty-sixth Annual Meeting of members was held at Wrest 
Point Hotel on Wednesday, 3rd March, 1948, at 8.15 p.m. 

Over the war years the meeting had been confined to purely business 

to be done and had been held at the office of the Institute at 5 p.m. 
The change was made with the object of getting a better attendance of 
members. Thirty-five to forty members were present and at the meeting 
several interesting matters were raised and discussed. 
Mr. L. G. Morgan referred to the fall in total members of the Division 
and the few candidates coming forward and eventually moved that it 
be a recommendation that all prerequisites be removed. Considerable 
discussion ensued and it was pointed out that the fall in total member 
ship was chiefly due to transfers out of this State. After further dis- 
cussion the motion as to removal of prerequisites was not carried. 

Another matter which caused some discussion was the type of article 
appearing in the Australian Accountant. This question was also raised 
by Mr. L. G. Morgan. It was pointed out that members could voice 
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their opinions through the Journal and could send in any matters of 
interest. The Journal was largely what the members made it. They 
had the opportunity to send in articles or express their opinions through 
its columns. ' 

A matter of interest to State Public Servants was brought forward 
with regard to the Tasmanian State Public Service. The Tasmanian 
Publie Service classification includes a professional group. Accountants 
are not classified as professional in the Tasmanian Public Service. This 
was approved on the basis that the Tasmanian Divisional Council take 
up the matter. 

Mr. 0. H. Paton of Sydney, a member of the General Council was 
present by the invitation of the Divisional Council. 

At the conclusion of the business meeting a Buffet Supper was served. 
It was unanimous with all présent that future meetings take similar form. 


QUEENSLAND DIVISION. 


The Twenty-sixth Annual General Meeting of Members of the Queens- 
land Division was held in the Dining Room of the Commercial Travellers’ 
Club, Elizabeth St., Brisbane, on 15th March, 1948, at 8 p.m. The State 
President, Mr. John Devitt presided, and there were present, thirty-six 
members. Following the formal business of tabling the notice of meeting 
and confirming the minutes of the previous annual meeting, the State 
President moved the adoption of the Report and Accounts for the year 
ended 3lst December, 1947. The following is an account of his address 
on that occasion : 

Gentlemen: 


Before formally moving the adoption of the Report and Accounts as submitted 
to this meeting, I should like to make some observations on the year’s work of this 
Division. 

I hope you have had an opportunity of perusing the Report for the year, copies 
of which have been circulated to all members. I wish to touch briefly on one or two 
aspects of our activities not included in the Report. I have asked the Vice-President, 
Mr. John Wood, to comment on finance matters and exhibitions in accountancy 
amongst other things, when he follows me shortly in seconding the motion. 

Dealing wiih the composition of the Council, I will add to the information printed 
in the Report, that the loss of Mr. Ken Auld as Councillor and Vice-President 
to be deeply regretted. He was an outstandingly able Councillor, showing at 
times a sincere profound interest in Institute activities and personally I looked 
forward to the time when he would succeed me to the Chair. I know that Mr. Auld 
cherished the thought that he might gain the privilege of elevation to the State 
Presidency of the Institute in which-he takes such a deep pride and interest. It is 
to be regretted that a man so well fitted as he is, was unable, through force of 
cireumstances, to take advantage of the opportunity that was so well within his reach 

He was succeeded on the Council by Mr. R. A. McInnes, Secretary of the Brisban 
Stock Exchange, and his appointment follows the Institute’s desire to fill Couneil 
vaeancies, to some extent at least, with younger members of the Institute—a principk 
of selection with which I trust you are in accord. Mr. MeInnes has always shown a 
particularly keen interest in our affairs and you may remember that he was very 
active in the student group movement during the war, and more recently in th 
diseussion group. The fact that interest in this discussion group flagged was 
decidedly no fault of Mr. MeInnes. We welcome him to the Council table, and 
warn him that we expect big things of him as a Councillor as time goes by. 

Mr. Erie Manson was asked to accept nomination for Vice-President, but due t 
indifferent health at that time, he wished to be excused from office. Mr. John Wood 
was then appointed to the Vice-Presidentship towards the end of the year unde: 
review, and I feel in securing his acceptance of appointment, the Institute has 
gained the services of an excellent man. Mr. Wood’s particular field is banking, 
specialising in foreign exchange and economics, and many of you know that he is 
a lecturer in this connection in the Commerce Faculty of the University. I fee!) 
Gentlemen, that you will find him a worthy successor to Mr. Auld as Vice-President 

Last Wednesday night I had the pleasure of attending the Annual Meeting of 
the Accountants and Secretaries Educational Society and I came away from that 
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meeting deeply impressed with the value of the work that its Council is doing and 
seeks to do, and more particularly, I realised that the essence of this organization 
is co-operation. This Society is, I believe, unique in Australia in that it is the only 
one of its kind sponsored by the Accountancy and Secretarial Institutes all with 
delegates to the Society, working in close harmony with the rich ideal of spreading 
the gospel of accountancy, secretarial and commercial knowledge generally. The 
Council of the Society is to be warmly congratulated on the fine year it has accom 
plished and our thanks are due too, to our own delegates Messrs. Wood and Kidd, 
for their work on behalf of this Institute. Before leaving this subject, I should 
like to leave in your minds the thought that if you are not a member of the Society, 
the small fee of a few shillings a year entitles you to the benefit of some really 
outstanding lectures. Consider the value of some of the subjects dealt with in last 
year’s series of lectures— 

A visual demonstration of the punched card accounting system, 

Memorandum and Articles of a Company limited by shares, 

The Granting and Extension of Credit, 

Personne! Management, 
ind a study of the 1948 syllabus shows a list of lectures of equal value and interest. 

This Institute is represented on the Faculty of Commerce at the Queensland 
University. Mr. Gay has been our delegate for some years, and following the policy 
of change at intervals, Mr. John Wood has now taken over representation from 
Mr. Gay. Our sincere thanks are due to Mr. Gay for the time and interest devoted 
to the Institute’s affairs during his period of service on the Faculty. As a lectures 
within the Faculty, Mr. Wood is well fitted to sueeeed Mr. Gay as the Institute’s 
representative. 

One of the important events in the accountancy profession during the year, was 
the commencement of operation of the Accountants Registration Board., I assume 
every member is acquainted with the provisions of the Act, but doubtless, as time 
goes by, there will arise regulations and rulings resulting from these, and it will 
be the Institute’s duty to see that members are kept informed on these matters 
from time to time. 

I assume members have received the January issue of the Institute’s Journal, 
now turned out in a revised, larger and much improved form. The old Journal 
always commanded wide respect for its articles and teachings, and it is certain 
that the new Journal will succeed in this direction to an even greater degree. The 
variety, informativeness and authenticity of its articles are, I believe, unsurpassed 
in the Commonwealth. The separate booklet form in which the taxation articles 
are presented, forms a valuable means of collating up-to-date references to taxation 
matters and should prove a boon to professional and commercial accoyntants anil 
secretaries dealing with this vital subject. 

Comparison of the membership figures at December 1946, with the corresponding 
period of 1947, show a nett increase of 8. A significant figure results from an 
analysis of the Students Register which shows an increase of 35 at 268. 

Touching briefly on this very important subject, I voice the general policy of 
the Institute when I say that it is very mindful of the demand for a higher eduea- 
tional standard in the profession of accountancy, and is fully alive to the extent 
to which the profession and commerce in industry demands higher and higher 
qualifications. In this connection, the Institute has pursued and will continue to 
develop a strong policy of active co-operation with State Universities, Technical 
Colleges, and Secondary Schools in the various States, the end aim being to raise 
the status of the accountant to his appropriate place in the community of professions. 
In this comnection I cannot help but believe that the registration of accountants 
is a step in the right direction, my only criticism being that more would have been 
achieved had it been possible to enact Commonwealth legislation to cover all States 
with a uniform Act. 

The Commonwealth Institute is conscious of the fact that it has sixty years of 
professional and public service behind it and that its influence in commercial and 
industrial spheres is becoming progressively greater and more important every year. 
The Institute’s work, its aims and ideals, are erystalised in a most informative and 
interesting booklet issued last year and entitled ‘‘Hand Book of Activities’’, a 
copy of which is available to members who may wish to use it to publicise the work 
of the Institute or to interest those who may contemplate applying for membership. 

It is in the circulation and general dissimination of the knowledge of the Insti 
tute’s activities that all members can be of definite assistance to the Institute and 
I cordially invite you one and all, to take every opportunity open to you to see 
that the Commonwealth Institute and its work is kept to the forefront in the 
professional, commercial and industrial spheres. It is within the power of every 
member to assist in implementing the policy and aims of the Institute in this way. 
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One thought I wish to express here and one which may bear examination is con 
cerned with the modern trend of Companies who publish accounts, to give as little 
information as possible. 

In his annual research 
time being opportune to press for the establishment of 
the published accounts of companies. His observation leads 
that, in spite of the pros and cons of this controversial subject one very important 
aspect of continued reluctance on the part of Companies to give information is the 
possibility, in these times, when Governments are seemingly all powerful and 
exceedingly inquisitive as to profits, reserves and so on, the possibility I say, of the 
birth of legislation which will force the disclosure of greater detail in the published 
accounts of Companies. It is not difficult to imagine circumstances that may interest 
a government in demanding that shareholders and creditors must be given a great 
deal more information than, in most cases they receive to-day. 

Before closing, I should like to express a word of appreciation to members of 
the Council for their wise counsel and help in many ways during the year and for 
the time and energy they have freely devoted to Institute affairs. Let me also add 
the Council’s sincere thanks to its State Registrar, Mr. Mmies, whose ever-ready help 
and experience has been of great assistance to me personally in carrying out my 
duties during the year. I should like also to voice remembrance of our country 
members who cannot attend these annual meetings. 

Gentlemen, I now formally move the adoption of the Report and Accounts fo 
the year ended 31st December, 1947 as tabled, and call on the Vice-President 
Mr. John Wood, to second the motion. 

The State Vice-President, Mr. J. V. Wood, in seeonding the adoption of the 
teport and Accounts, explained various points of interest in the Institute’s Revenue 
Account and the reason for the non-publication of a Balance Sheet by the Division, 
this being published in the form of a consolidated Balance Sheet for the whole of 
Australia‘in the Report of General Council. Mr. Wood considered that throughout 
the year the Institute had been foremost in steps that were being taken to raise the 
status of the accountant to that of one among the recognised professions and stressed 
the value of the Institute’s educational policy in this connection. 

Messrs. J. MeLennan, H. W. Herbert, C. A. Drinkall, R. Schlecht, J. G. Orr and 
M. R. Allen spoke in support of the adoption of the Report and Accounts 
Mr. Drinkall, supported by Messrs. Schlecht and Orr recommended that in giving 
of future Annual Meetings that special steps be taken to encourage the 
younger members of the Institute and those admitted during the year to attend 
the meeting and to see that they are introduced .to older members and made to feel 
Mr. Allen, in complimenting the Institute on its Educational 


lecture here last year, Mr. R. A. Irish referred to the 
appropriate standards in 
me to the statement 


notice 


as one among them. 
Policy, expressed the hope that a better attendance of members would be seen 
the Institute’s next Annual Research Lecture. He also expressed his pleasure at 
the stand taken by the Institute in its decision that members of the Institute whe 
are also members of the Institute of Chartered Accountants should in future pay 
the full subscription. 

Councillors C. D. Wrigley and J. A. MeIntyre spoke in support of the Accounts 
Mr. J. MeIntyre informing members of the steps taken to reprint the catalogue 
of the Divisional Library which had now been brought up-to-date and contained 
all the necessary text-books for the study of the Institute’s examinations and those 
for the examinations of the University of Queensland. Mr. Wrigley drew attention 
to the provisions of the Public Accountants Registration Act of 1946 which had 
come into force during the year 1947, and informed members that the General Council 
of the Institute were still of the opinion that a Federal measure would prove fa! 
more beneficial to the profession than a number of separate States measures. 

Messrs. C. D. Wrigley, J. A. MeIntyre, E. G. Kidd, and E. N. Ham were re-elected 
Councillors for the ensuing three years and Mr. T. C. Kerr as Auditor for the 
ensuing twelve months. 

At the conclusion of formal business a smoke social followed when members were 

efreshments and were entertained by Mr. H. Borradale, Mr. M. Azar, and 
Hawkes, accompanied by Miss R. De nt. 
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...of course 
price matters ! 


% EVEN WITH THE WORLD'S LATEST AND MOST 
MODERN ADDING-CALCULATING MACHINES 


Such exclusive features as finger-touch control . . . clear-at-a-glance dial indicator 
. .. different coloured numerals . . . short keyboard . . . key controlled locking 
mechanism . . . special zeroising movement . . . are among the features of the 
Bell Punch SUMLOCK all-British adding and calculating machine not found 
in any other. 

These machines are the product of British precision-engineering and _ skill. 
They are used by commercial and retail organisations all over the world. 
They are the lowest priced adding machines on the Australian market because 
they land duty free. More Bell Punch 

machines have been sold in Australia 

over the last three years than all other 

makes. ° 

*Phone or write TODAY for demon- 

stration and particulars of sale, hire 

or hire-purchase. IMMEDIATE DE- 

LIVERY. Operators supplied or 

quickly trained. 


SUMLOCK: Capacity, £9,999,999,999/19/I1 and 
£999,999,999/19/113. Cemplete calculator-adder: 
Adds, multiplies, subtracts and divides. 


PLUS: 509. Capacity £9,999,999/19/11. 512. Bele Peenche 


Capacity £999,999,999/19/113. Adding mach.ne _ 
and for smoller calculations calling for add- (A sia) Ltd. 


ing, subtraction and multiplication. ADDING & CALCULATING MACHINES 
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The Australasian Institute of Cost Accountants 


VICTORIAN DIVISION. 
Retirement of Leading Councillors. 

The Victorian Divisional Council suffered a severe setback at the April meeting 
when two of the most respected and valuable members of the Council, Mr. L. A. 
Schumer and Mr. J. R. McKenzie, tendered their resignations from the Council. 
Several members spoke of the great amount of effort contributed by these two 
gentlemen in the cause of cost accounting. References were made to the very long 
associations of both with the Victorian Division and General Councils. It is with 
deep regret that the retirement of two of the most outstanding champions of cost 
accounting is recorded. 

Institute Activities. 

The March and April activities of the Institute were as follows: 
28th February—Film Night. This was a particulfirly entertaining and instructive 
night. The educational films explained motion and time study principles unde 
both office and factory conditions. Technical aspects of various types of production 
were interestingly presented. Film nights are proving very popular with members. 
15th March—‘‘ Organisation’’ Group. A most successful meeting led by Mr. M. V. 
Anderson opened the Research Session of the ‘‘Organisation’’ Group. Mr. Ander- 
son’s talk highlighted several interesting aspects of business organisation with 
specific reference to the Cost Accountant’s function. 
5th April—Problem Panel Meeting. The three members of the Problem Panel, 
Messrs. G. L. Murray, A. A. Fitzgerald, and M. V. Anderson, met members and dis- 
cussed several interesting problems. The insistent demand for more meetings of 
the Problem Panel may cause an early revision of the programme of activities for 
the current year. Together with Film Nights, Discussion Sessions by the Problem 
Panel are drawing large attendances and consideration may have to be given to 
seeking larger accommodation to give all desirous the opportunity to attend these 
popular functions. 

Special Announcement. 


The Victorian Divisional Council, as part of the scheme to enlarge the service 
to members, has nearly completed the plan of another new venture. The new 
activity to be offered shortly to members will meet with the support of every 
member of the Division. Details will be released in the next issue of our Institute 
Notes. 

Research Group Action. 

Enthusiastic activity is taking place amongst the various Research Groups. Intense 
interest is being displayed in the most recent Group dealing with ‘‘Organisation of 
3usiness with Specific Reference to the Cost Accountant’s Function’’. Any member 
unconnected with a Group may join by enquiry of the Group Organiser, Mr. H. F. Fox 
(Telephone MU 6611). 

Two other Groups report increased activity. The Library Group has already 
commenced to index and classify the library volumes. Group objective is the estab- 
lishment of the most useful Cost Accounting Library. One special Group is attached 
closely to the Controlling Committee and has been given the task of organising a 
different activity each month. The programme for the remainder of the year includes 
Film Night, Debate, Factory Visit and a Demonstration Night. 

Onky those members who have intimated a desire to take part in these activities 
are at present on the mailing list. If you desire to be included in the list forward 
your name and telephone number to the Registrar. 





THE AUSTRALIAN ACCOUNTANT May, 1948 


Election of Office-bearers. 
The following Office-bearers have been elected for thé current year: 
State President: Mr. A. J. Gairns. 
Vice-President: Mr. C. B. Villiers. 
Treasurer: Mr. D. M. Cronin. 
Personal. 


Mr. A. J. Gairns, F.C.A.A., advises that he has commenced practice as a Cost 
Consultant, ete., at 83 William Street, Melbourne. , 


NEW SOUTH WALES DIVISION. 
Election of Office-bearers. es 
The following office-bearers for the ensuing year were elected when the Council 
met on 23rd March, 1948: 
President. Mr. R. G. Jackson. 
Vice-President: Mr. R. J. Kelly. 
Hon. Treasurer: Mr. A. H. Y. Sommer. 
General Councillors: Messrs. W. Scott and K. J. Bennetts. 
Substitute Councillors: Messrs..R. A. Jones and A. E. Newcombe. 


WESTERN AUSTRALIAN DIVISION. 


Annual General Meeting. 
The Twenty-first Annual General Meeting of members of the Western Australian 
Division was held on Wednesday, 25th February, 1948. 
The State President, Mr. C. Thomas, in his address reviewed the activities of the 
Division during the past year. 
Messrs. G. 8. Lee and R. B. Olney were elected to the Divisional Council and 
Mr. R. Goyne Miller was re-elected Auditor. 
Election of Office-bearers. 
The following office-bearers have been elected for the current year: 
State President: Mr. C. Thomas. 
State Vice-President: Mr. E. 8. Hiller. 
Hon. Treasurer: Mr. G. S. - Lee. 
General Councillor: Mr. R. B. Olney. 


Professional Classified Advertisements 


Professional Classified Advertisements in respect of office space, positions wanted, 
partnerships, etc., may be inserted at 2/6 per line (Minimfim, 7/6). Address 
advertisements to the Australian Accountant, c/o Box 1510, G.P.O., Sydney. 


ACCOUNTANT. Tasmanian Mechanical-Structural Engineering and Iron Foundry 
business requires the services of an experienced and capable accountant. Salary 
range £500—£700 per annum. Permanent position to suitable applicant. Apply with 
full details of experience and ‘qualifications and copies of references to RUSSELL 


ALLPORT & CO. PTY. LTD., 45 Melville Street, HOBART. 


PUBLIC ACCOUNTANT, A.C.I.S., A.C.A.A., requires purchase of or partnership 
or interest in Sydney City practice. Reply to ‘‘R.S.’’, Box 1510, G.P.O., Sydney. 


ACCOUNTANT, A.1.C.A., A.C.A.A., with sound knowledge of Taxation, thoroughly 
experienced in the installation of Accountancy Systems, and having excellent practical 
commercial accountancy background, desires salaried position or business agreement 
with Sydney Public Accountant. Replies A.B.C., c/o Box 1510, G.P.O., Sydney. 


N.S.W. COUNTRY PRACTICE FOR SALE.—A small practice in a country town, 
fifty miles from Newcastle, is for immediate sale. Practice has been established 
only two years but the prospects in this growing town are particularls good. The 
Advertiser is seeking a change-of occupation for health reasons but will remain with 
the buyer until he is settled in. Further information available by writing to 
**Country Practice’’, c/o Commonwealth Institute of Accountants, 5 Bligh Street, 
Sydney. 
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TO WHOM IT MAY CONCERN: 


Gentlemen : 


I am the Chief Executive Officer of a business with a turn- 
over of £120,000 per annum, and have reached the middle of a 
normal term of commercial life, being 41 years of age. 

I now seek employment where my accumulated business 
experience and sound training would be fully utilised, and I 
would have the scope to go on to positions of yet greater service 
and responsibility. My qualifications include :— 

Fellow of the Chartered Institute of Secretaries, 

Associate of the Federal Institute of Accountants, 

Associate of the Australasian Institute of Cost 
Accountants. 


I am an ex-Serviceman of the A.I.F. 


Should you feel that I might be of value to your organi- 
sation, please reply to— 


QUEENSLAND EXECUTIVE, c/o Box No. 1510, G.P.O., 
SYDNEY. 
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HAND AND ELECTRIC MODELS 
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MACDOUGALLS PTY. LTD. 


Sole Distributors: L. C. SMITH and CORONA Typewriters, 
MARCHANT Calculators, VICTOR and CORONA Adding Mach'nes, 
ELLIOTT Address'ng Machines and Systems. 
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